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INSURANCE OPTIONS FOR TRUSTEES 
William C. Fenniman 


SEMANTICS OF FINANCIAL REPORTS 
Don Knowlton 


STANDARD CLAUSES FOR WILLS 
Ralph R. Neuhoff 
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LEGAL LIST FOR TRUSTEES? 
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Connecticut, Illinois, New York, Ohio 
Trust Meetings 


Fiduciary Publishers, Inc. 
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Your Good RIGHT HAND zm 
NEW YORK STATE 


For out-of-state banks and trust institutions, the next best 
thing to a branch of their own in New York State is the 

' ancillary service of the Brooklyn Trust Company. With 
eighty years of fiduciary experience and with complete 
facilities and modern operational methods, we are equipped 
to provide prompt, efficient co-operation on estate and 
trust matters requiring special attention in this state. 


BROOKLYN TRUST COMPANY 


MAIN OFFICE: 177 Montague Street, Brooklyn 
NEW YORK OFFICE: 26 Broad Street, New York 


24 Offices in Greater New York’ 
Member Federal Deposst Insurance Corporation 
Member New York Clearing House Association 


New York Escrows 


Tf you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 
agreement in New York City, we are equipped to act as 
escrqw agent with efficiency and at moderate cost. 

For over sixty years, we have been closing real estate contracts 
for our clients and have acquired the necessary experience 
to solve the various difficulties that ofttimes arise in connection 
with real estate. 


Title Guarantee and Trust Company 


176 Broapway om 175 Remsen STREET 
Fag BrookLYN 





Our Library Can Serve You, Too! 


Yes, the extensive private reference library of Mercan- 
tile-Commerce is at the service of any correspondent of 
this bank. It’s available for the presentation of biblio- 


graphies, or to compile information on financial subjects. 


It serves as a lending library, too, or will act as your 


agent in the purchase of any book you may wish to buy. 


Here’s just another of the unusual, yet extremely 


valuable services provided by Mercantile-Commerce. 


Bank and 
ST. LOUIS 1 
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NATIONWIDE 
INSTITUTIONAL 
SERVICE 


Banks, insurance companies and 
other large institutional investors 
find the nationwide facilities of 
our Institutional Department of 
great advantage. Through our 90 
offices, strategically located 
throughout the country and con- 
nected by direct private wires, we 
are able to secure information on 
securities and markets quickly and 
accurately, at the source. 


In addition, the members of our 
staff are well acquainted with all 
types of securities and various mar- 
ket activities, and are competent 
to provide valuable assistance in 
the many investment problems fac- 
ing the institutional investor. 


In view of prevailing market lev- 
els, the services of such a well- 
rounded Institutional Department 
more than ever may prove to be 
helpful and constructive. We shall 
be glad to discuss the facilities of 
this department with you at your 
convenience and in confidence. 


MEerRILL LYNCH, 
PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW YORK 5, N. Y. 


Offices in 89 Cities 
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Editor's Easy Chair 


In which we present pertinent 
observations and information in 
letters received from our readers. 


PROFIT SHARING AS INCENTIVE 


The article on “Profit Sharing Via ‘Loss 
Reserves’” in the February Trusts and Es- 
tates is very interesting. In our analysis of 
various incentive plans we intend to make a 
study of the ratio of profits to wages so as to 
arrive at conclusions as to whether profit 
sharing can be as potent an incentive as one 
based on increased productivity. 

CHAS. E. BROKAW, 
Chief, Incentive Division, 
Office of Domestic Commerce 
Washington, D. C. 


TRUSTEES AND FINANCIAL 
LEADERSHIP 


It was with considerable interest that I 
read your April editorial “Get Out and Get 
Under” and I agree that it is necessary for 
trustees to reassume the financial leadership 
in their own communities and that they assist 
in the job of developing correct thinking on 
present day problems among their neighbors. 
The developments of the last few weeks and 
days tend to emphasize the necessity for a 
return to conservative thinking and actions. 

A. J. O'HARA, 
Vice President, 
The Northern Trust Co. 
Chicago, Iil. 


CASE HISTORIES 


The case history method mentioned in your 
May editorial (p. 474) is a basic thing in any 
public relations planning which a trust com- 
pany should undertake, and I further agree 
with you that far too much stress has been 





put on the mechanics in the past by trust com- 
panies and not enough on the dramatics. The 
letter from our friend Allen Crawford on page 
347 of your April issue is another “home run.” 
BASIL S. COLLINS, 

Asst. Vice President, 


Old Colony Trust Co. 
Boston 


BALANCED BUDGET ESSENTIAL 


Anent your editorial “Tax Reduction Pre- 
mature,” April issue, it is important, I think, 
to bring the budget into balance as promptly 
as possible. Balance can be achieved by an in- 
telligent reduction of expenditures to a figure 
more nearly approximating the actual necessi- 
ties, as well as by the maintenance or increase 
of tax revenues. I am afraid that not enough 
attention is being directed to the expenditure 
problem. 


ROSWELL MAGILL, 
Attorney At Law 
New York City 


DISTRIBUTION OF DOLLAR 


I agree entirely with your editorial “Get 
Out and Get Under” (April) and, as a matter 
of fact, have proposed that The Index work 
up an article: for either the summer or fall 
issue showing the distribution of the gross 
dollar of industry between wages, taxes and 
dividends, and showing the effect of social 
trends and income taxes plus increases in 
prices on the average investor. 

ADRIAN MASSIE, 
Vice President, 
The New York Trust Company 
New York, N. Y. 


TIMELY QUOTATIONS 


The article “Speak Up—Or Be Shut Up” 
from the May issue is very timely and many 
of the quotations are outstanding. I hope it 
attains wide circulation. 

ERIC JOHNSTON, 
President, 
Motion Picture Assn. of America 
Washington, D. C. 


ADVERTISE FREE ENTERPRISE 


“Advertising Free Enterprise” in the April 
issue is a good analysis of what is being done. 
We are all, of course, hoping that this kind 
of advertising will greatly increase in the next 
few years. 


DON BELDING 
Chairman of the Board 


Foote, Cone & Belding 
Los Angeles, Cal. 


69 WEST WASHINGTON ST. - 


ANCILLARY 
ADMINISTRATION 
for ILLINOIS 
REAL 

ESTATE 


No matter where the 

personalty in an 

estate may be situated ... if there be 
real estate in Illinois, you will find it 
a matter of good judgment to suggest 
Chicago Title and Trust Company as 
ancillary administrator. 


This company was the first to qual- 
ify under the General Trust Company 
Act of the State of Illinois and it has 
been continuously active in trust ad- 
ministration since 1887. Our long 
years of experience in all types of 
fiduciary activity in this area, plus an 
unusual background in all real estate 
matters, qualify us to give you and 
your customers full cooperation on 
both corporate and personal matters 
in Illinois. 


CHICAGO 
TITLE anpD TRUST 
COMPANY 


CHICAGO 2 
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When in need of a Philadelphia representative 
Engage the services of Girard. 


Situated in the heart of the City, 

Equipped to perform every banking and trust function, 
Ready to undertake assignments promptly and dependably, 
Wested with perpetual authority,— 


Experience of over a century is at your disposal. 


James E. Gowen, President 


GIRARD TRUST COMPANY 


Chartered 1836 


BROAD AND CHESTNUT STREETS, PHILADELPHIA 
Member Federal Deposit Insurance Corporation 


COMMERCIAL BANKING IN ALL ITS ASPECTS 
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Announcing 


THE AMALGAMATION OF 


Crown Trust Company 


(Established 1909 in Montreal) 


and 


The Trusts and Guarantee Co. Ltd. 


(Established 1897 in Toronto) 


EFFECTIVE MAY 2Ist, 1946 


The amalgamation of these two old-established Canadian Trust Companies 
will not, in any way, disturb the interests or business of present or prospective 
clients of either Company. On the contrary, it will strengthen and extend the 
services available to them both in Eastern and Western Canada. 


The same policy of conservative management and close personal attention 
to clients’ wishes will prevail, with the advantage that present and prospective 
clients will receive the benefit of the judgment of the amalgamated Board of 
Directors and Executive Officers whose names are well known throughout 
Canada. They will also have at their services the equivalent of Head Offices in 
Toronto, Montreal and Calgary, and established branches in Brantford, Windsor 
and Winnipeg through which to transact business. 


Enquiries from Trust Companies in the United States regarding Canadian 
assets and investments are invited. 


Crown Trust and Guarantee Company 


393 St. James St. W. 302 Bay Street 
MONTREAL, CANADA TORONTO, CANADA 


Offices at 
Montreal Toronto Brantford Windsor Winnipeg Calgary 





y Vational iy, 


ECONOMIC DEVELOPMENTS AFFECTING CREATION 
AND CONSERVATION OF PERSONAL AND CORPORATE CAPITAL 


PRODUCTION FIRST — 


N loudly demanding general or specific 

elimination of price controls, industry is 
inviting a serious responsibility, should 
those prices rise, even temporarily, when 
the controls are taken off. In the first place, 
some unscrupulous or near-sighted labor 
leaders might take that as the signal for 
further squeezes of the public purse—al- 
ways claiming, of course, that they were 
only squeezing profits out of the corporate 
purse. Other labor groups would almost be 
forced to become fellow-travelers for fear 
of their members in a comparatively under- 
paid position. Some few manufacturers or 
retailers might be inclined to make hay on 
the short-term play though they would be 
quickly brought to heel by competition. 


Should the government decide that they 
could no longer make even a fair pretense 
of price controls, clever apologists might 
convince the public that, as they would 
claim: “Industry demands freedom from 
price control and promises to do a better 
job of keeping prices down. Alright, they 
asked for it—now let them take the re- 
sponsibility.” That would put a pretty pile 
of chestnuts in the fire, for without 
protection from union demands for wage 
increases, industry would be powerless to 
“hold the price line’. 

It is true that business cannot produce 
many much needed articles today because 
price ceilings and material or wage costs 
are out of line. The hog-raiser cannot af- 
ford to raise hogs if his corn, feed and hired 
hands cost more than he could get for the 
hog. We must have price decontrol as rap- 
idly as there is evidence that industry is 
willing and able to take over without undue 
increases. But without wage _ stability, 
neither governmert edict nor producer ac- 
tivity can give assurance of price stability. 
Corporate tills are not inexhaustible, the 


“profit margin” is generally a thin one; 
many could not meet a ten or even five per- 
cent rise in costs. 


But there is one action that many busi- 
nesses could take. They could forthrightly 
say: 


“Business is mighty tough these days. It 
isn’t easy to keep out of the red or make a 
profit. But we know other things that are 
more important to a war-torn world. Our 
own veterans can’t find homes of their own, 
lots of us need new suits or dresses, the old 
car has broken down, we can’t get many 
foods we need for healthy diets. And around 
the world millions are looking to us to keep 
them alive until they can plant and harvest 
their own. 

“So our company is going all-out again. 
This time for peace. We’re not waiting for 
all the problems to be settled, we’re going 
to settle one right now. Our company is go- 
ing to pay as fair wages as it can, and go 
full steam ahead producing things we know 
are needed. If we don’t make a profit this 
year, okay, we’ll take that risk. We’ve taken 
it before; we have some reserves to draw 
on, reserves we and the stockholders built 
up out of savings in the past. We’ll use 
them if necessary, and hope that next year 
we will all be better off. But right NOW 
we are going to use the good old American 
initiative, take the risks of our profit-and- 
loss economy—and PRODUCE. 


“American industry and labor were the 
Arsenal of Democracy during the war, now 
we’re going to show you what the Arsenal 
of Industry can do.” 


Sign that order, Businessmen, and you’ll 
start the wheels of recovery and real secur- 
ity going so fast we won’t have time to read 
about our troubles. Our people admire cour- 
age, and they like to get and give fair play. 
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REPORTS: STOCKHOLDERS’ PROTECTION 


66 HY should a company spend money 


on attractive, more complete an- 
nual reports?” is a question that many 
stockholders are asking, as their companies 
issue more expensive booklets in place of the 
simple four-page financial statements of 
former years. Is it just to satisfy the ego of 
the top officers and directors? Is it done with 
the notion that the report is a device for 
selling more goods? Is it just a fad that 
some smart advertising or publicity agency 
has ‘sold’ the company? Was it a substitute 
for taxes? 


Probably none of these questions would 
arise if there were not cases where they 
were true. Some companies have gone over- 
board on costly attempts to glamorize their 
management or their products. But these 
have been the exceptions — very few in 
number as anyone who has surveyed more 
than 800 annual reports can confirm. More 
frequent have been the instances in which 
corporations have given too incomplete or 
purely technical information to their own- 
ers. After all, this is the record of steward- 
ship of the savings entrusted to the com- 
pany management. 


and how are x 
all your 72y¥% 


om, 


Relations ? . 


Illustration in advertisements of Snap-On 
* Tools Corp., used by permission of Olm- 
stead & Foley, Minneapolis. 


Those who buy shares only for speculation 
are usually not concerned with any but tem- 
porary or spectacular developments. But 
those who invest with the idea of putting 
their savings to work at a fair, if flexible, 
return, are not served by skeleton balance 
sheet and income statement. They need to 
know what kind of market flesh is on the 
bones, what sort of research and planning 
provides the blood stream, what illnesses the 
corporate body is subject to and what pre- 
ventatives are being taken, what it is doing 
to warrant their continued faith and own- 
ership. 


And more important than any of these 
things today is the question of what ter- 
mites are attacking the foundations of the 
business and its profitability. Price ceilings, 
strikes and wage increases, trade restric- 
tions, political or economic socialism are 
often more inimical to stockholders’ wel- 
fare than the old challenges of competition, 
obsolescence, invention and market condi- 
tions. Is the company doing the best it can 
to meet its social as well as economic re- 
sponsibility? Is it a good company to work 
for—to buy from—to do business with? 


In these days when private enterprise 
and profits are under constant attack, when 
the reports of corporations are public prop- 
erty, and when it takes a combination of 
Philadelphia lawyer, Washington tax ex- 
pert and New World accountant to analyze 
a financial statement, non-technical lan- 
guage and charts are necessary to present 
the picture clearly. Most stockholders are 
not master analysts, and most voters and 
employees are not well-enough informed to 
know whether a company is.a public benefit 
or a public nuisance. There are plenty of 
radicals to misinform them; there must be 
some attractive, understandable presenta- 
tion of the facts of corporate life through 
which investor, employee, customer—and 
voter—may learn what companies are doing 
for their benefit. This cannot be “done with 
mirrors” of fancy art-work and voluminous 
generalities. Nor can the stockholders’ in- 
terest be protected by begrudging and 
skimpy figures which give the impression 
that the management is indifferent to its 
responsibilities to those with whom it deals, 
and reserves its information and its bene- 
fits for the insiders. Modern corporations 
make modern products—and modern re- 
ports. 





JUST A DEBT OF OUR OWN 


O amount of fiscal legerdemain can 

change the fact that we have a large 
national debt to repay: $271 billion. Spokes- 
men of the government spending school are 
again trying to make light of the burden 
as something we “owe to ourselves” and 
therefore merely a bookkeeping item. Keep- 
ing account of the amount we borrowed 
from individuals and institutions to make 
up our pre-war as well as war deficits is not 
mere bookkeeping—it is a chief function of 
our whole debtor-creditor economy. 


The people who put their savings, like 
the banks that put deposits, into govern- 
ment bonds, relieved the taxpayer of that 
amount of immediate taxes. Now it is the 
taxpayer’s turn to make good his debt. If 
each of us were owed just the amount that 
we owe in taxes each year, we could cancel 
the debt and be even. But the interest or 
principal payments do not come back to the 
same people necessarily, nor in the same 
amounts as payments are made. The gov- 
ernment bondholder has already lost some 


of the purchasing power as compared with 
the dollar he invested. Thus he has shared 
this additional cost. Cancellation, either by 
repudiation (which is not to be considered) 
or partially by decreased purchasing pow- 
er, only penalizes patriotism and savings. 

These bonds represent savings of every 
insurance policy holder, savings depositor, 
charities and millions of individuals includ- 
ing service men themselves, and those de- 
pendent on trust and pension funds. In 
spite of financial semantics, a debt remains 
a sacred obligation, whether of govern- 
ment or of individual. And it also remains 
an inflationary force. It has been seriously 
proposed by government officials that we 
consider this debt as just a mortgage on 
the capitalized value of our annual produc- 
tion or on our total national resources and 
capital equipment. But neither interest nor 
principal can be paid off except by taxes. 
The acrobatics by which this national mort- 
gage is twisted from personal liability to 
national asset (rather than the reverse) is 


A primary market for 
government securities 


5 56 year old bank is one of Chicago’s principal 


dealers in U. S. Government Securities. Information 


On issues and quick execution of orders are availa- 


ble from an experienced staff. Inquiries to our bond 


department are invited. 


THE NORTHERN TRUST COMPANY 


50 SOUTH LA SALLE STREET, CHICAGO 
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reminiscent of Gilbert and Sullivan at their 
best in musical-economy. Were they to 
write the couplets for such fiscal comedy 
today, it might go something like this: 


“The Debt — it doesn’t matter 
For we owe it to ourselves 

So let’s forget the whole darned thing, 
Hide it on the Treas’ry shelves.” 


So the sychophantic voices 
Of the bureaucrats ring out 

As they sing their fiscal lullabies 
To put our fears to rout. 

“Tt’s so simple,” say the wise-men 
“We can tax, then turn around 

And pay it all right back again. 
’"Twas lost, but now ’tis found. 


“Or better yet — and quicker too 
Let us cancel it and say 

It’s nothing but mere bookkeeping 
And our own debt anyway.” 


What matter if to some we owe 
More than we do to others 
With these financial antics 
In debt we'll all be brothers. 


COMPLETE 
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With brand new economics and 
Statistics by the score 

They prove the more we go in hock 
The less we'll all be poor. 


L’Envoi 


We shouldn’t say that figures lie 
Or think that liars “figger” 
But Mister, if a debt’s so good 
WHY DON’T WE MAKE IT BIGGER? 


THE FIFTH FREEDOM 


The power to choose the work I do, 
To grow and have the larger view, 
To know and feel that I am free, 
To stand erect, not bow the knee. 
To be no chattel of the State, 
be the master of my fate, 
dare, to risk, to lose, to win, 
make my own career begin. 
serve the world in my own way, 
gain in wisdom day by day, 
With hope and zest to climb and rise, 
I call that PRIVATE ENTERPRISE. 
Herbert Casson, editor, Efficiency Maga- 
zine, London, England. 





TRUST SERVICE 


Ou: complete facilities insure prompt, efficient, and economi- 


cal service in all fiduciary duties. 


For individuals we serve as 


Executor, Administrator, Guardian, Conservator, Trustee or 


Agent. For corporations we serve as Registrar and Transfer 


Agent of stocks, and Trustee of bond and note issues. 


(Member Federal Deposit Insurance Corporation) 


City Nationa Bank 
AND TRUST COMPANY of Chicago 





THE CLOSELY HELD BUSINESS 


Valuation and Transfer of Interests 


MPORTANT changes have taken place 

in the last generation, not only in the tax 
levy on transfer of ownership by gift or es- 
tate, but also in money rates and the pur- 
chasing power of resulting income. Cash re- 
quirements of business owners have, ac- 
cordingly, been greatly increased. 

Readily marketable securities or insur- 
ance, including insurance under buy-and- 
sell agreements, are often the alternatives 
to undue sacrifices and difficulties result- 
ing from transfer of closely-held stock— 
whether controlling interest or not. 

For example, a net estate of $500,000 will 
have to pay about $130,000 for federal es- 
tate tax alone. Result: many owners of sub- 
stantial estates are finding it advantageous 
to make gifts now of some part of their 
holdings, using the $30,000 lifetime gift tax 
exemption and the annual allowance of $3,- 
000 for each beneficiary. 

In either case, there arises the problem 
of valuation of closely-held corporations or 
partnership interests, for tax purposes. 
This occurs each time a gift is made, and 
requires undue expense. The provision of a 
valuation formula, acceptable to the tax 
authorities, is possible under buy-and-sell 
agreements. But owners of a number of 
private businesses have recently placed a 
sufficient block of stock on the open mar- 
ket for the purpose of providing automatic 
and current evaluation, and also of building 
up their personal cash position. 

The matter of liquidation has often 
proved unnecessarily expensive and trouble- 
some—not only to the heirs but also to the 
surviving management of privately-owned 
businesses, particularly where the interest 
represents the major part of the owner’s 
estate. Federal estate taxes must be paid 
within 15 months—and in cash. Surviving 
partners or stockholders may not have suf- 
ficient cash to purchase the estate interest, 
unless there has been good planning which 
may include a business insurance agree- 
ment. 

It may be difficult for the heirs to take 
an effective part in the management, and 
even if they can they may create friction, 
to the detriment of the business and their 
return. This is especially true where the 
interest is a controlling one. 


After the strain of the war years, key 
executives in many privately-owned busi- 
nesses—both large and moderate—are con- 
templating retirement. Where all or the ma- 
jority of the family capital is tied up in the 
business, there is a natural hesitancy to re- 
lax supervision. Nor can cash be obtained 
in substantial amounts unless the remain- 
ing owners are both willing and able to buy 
all or a large part of the retiring share. 
This, too, may require evaluation. 


Thus economic and tax forces have led 
many to consider and act upon estate plans 
which involve either block sales of stock to 
the public or business insurance agree- 
ments. Wider participation in ownership 
has also been encouraged in many fields 
where customer interest can be stimulated 
thereby. 





ALL CASH PAID FOR 
SOUND COMPANIES 


(manufacturing or retail) 


We Are Principals — Not Brekers 


This Corporation has been ‘engaged in the 
purchase and operation of Manufacturing 
and Retail Businesses for the past 10 years. 
Minimum purchases considered $200,000 
cash, prefer situations requiring $500,000 
cash upward. 

Owners may initiate strictly confidential 
negotiations directly with us or through 
their bank, accountants or attorney. It has 
been our consistent policy to continue exist- 
ing executive and operating management 
wherever possible and practical. 


Inquiries should be addressed to Chairman 
of the Board and marked “confidential.” 


AETNA INDUSTRIAL 
CORPORATION 


565 Fifth Ave., New York PL 3-7870 
Capital Available Over: $5,000,000. 
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THE NEW AMERICAN DICTATORSHIP 
STRIKES and GOVERNMENT OWNERSHIP 


HEN two men can set the United 

States back on its heels, tie up the na- 
tion-wide transportation of vital supplies, 
throw workers out of jobs—even temporar- 
ily—and business out of needed production, 
and defy the duly elected government, it is 
time to demand a show-down. That is what 
Alvaney Johnston (president of the Broth- 
erhood of Locomotive Engineers) and A. F. 
Whitney (president of the Brotherhood of 
Railroad Trainmen) did when they called 
out their 250,000 union members last 
month. That is what John L. Lewis did in 
part when he ordered the soft-coal miners 
out of the mines; only reserves of coal on 
hand kept most trains running, utility 
plants and factories operating. 

What becomes of our so-called democracy 
when a few labor leaders can stall the in- 
dustrial machines, the power, the transport 
of our nation? Their actions affect the 
health and welfare of every one of us—but 
how many voted for them to take supreme 
command? In the case of the railroad em- 
ployees, 18 out of the 20 unions voted 
against the rail strike, but the heads of two 
unions with 250,000 members prevented 
2,000,000 from working on railroads and 
millions more from getting to work, getting 
needed food and other supplies. Again only 
the quick ending of the strike prevented 
serious personal suffering as well as great- 
er labor and business loss. 

This public-be-damned attitude was car- 
ried a step further in the placard-picketing 
of a company official’s home in West Hart- 
ford by a C.I.0. official (against the Gover- 
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nor’s ruling), and in Detroit of the home 
of a man painting his own house by A.F. of 
L. pickets, and of an auto official’s home 
by 63 U.A.W. pickets. Defiance was also 
made of another private right—to do busi- 
ness without being forced to join a union— 
when roving bands of pickets rallied to the 
call against 7,000 independent grocers and 
butchers from whom they wished supplies 
cut off until they signed up. It doesn’t mat- 
ter what organization defies the constitu- 
tional rights of citizens or coerces them, 
the name for it is Dictatorship. These ac- 
tions are a disgrace to the cause of respect- 
able, responsible labor leadership, and to 
the country. 


Outright defiance of the law and govern- 
ment of the land, by arrogant Petrillos, and 
by unnecessary resort to paralyzing strikes, 
is defiance of the whole people. 


As one extreme calls forth another, so 
have the actions of a few misleaders called 
down extreme and unjust proposals for con- 
trol of all labor. The answer does not lie in 
government domination or control of labor 
or industry, it lies in the development of 
realistic labor laws, beginning with revision 
of the one-sided Wagner Act, fair-play for 
collective bargaining, and protection for 
employees against minority rule of unions. 

* * ; * 

The suggestion has been made that the 
government take over the coal mines on the 
grounds that they are a public utility. Be- 
cause of the specialization of our economic 
life today, every major production and 
transportation activity is interdependent, 
each could be called a “‘public utility”—if it 
is political dictatorship we are after. And 
some are—others are just going along for 
the ride, too ignorant or indifferent to care 
what is at the end of the line. 


Suppose the coal mines nationalized. 
What about the railroads to get the coal to 
consumers—and steel for the rails? Is the 
electric and gas industry next? Would the 
way to settle strikes in packing houses be 
to take them over? Where is the stopping 
point? General Motors recently issued a 
list of major suppliers of parts, without 
which an automobile cannot be built. If 
government takes over the assembler, 
doesn’t it next have to take over the sup- 
pliers? 





FLOOR FOR INTEREST RATES 


NTEREST rates have recently received 

attention of policy makers here and 
abroad, because the tendency for long-term 
rates to push through the low rate pattern 
established to finance the war, adds to the 
threat of inflation. 


The English Exchequer’s concern be- 
came known with the naming of a 2% per 
cent rate on the new medium-term Govern- 
ment loan when it was evident that more 
favorable terms could readily have been ob- 
tained in the London money market. Chan- 
cellor Dalton’s announced hope was to at- 
tract some of the capital away from specu- 
lative and inflationary channels. 


At home, Treasury officials have indicat- 
ed they expect to hold the low war-rate pat- 
tern to maintain low debt-service cost. 
Rates, however, tend to fall below the war 
pattern, which has drawn a warning from 
Marriner S. Eccles, Chairman of the Feder- 
al Reserve Board, of the inflationary threat 
and of the “serious impact on insurance, 
pension and savings funds.” Mr. Eccles has 
advocated a floor of 2% per cent on long- 
term Government bonds. 


Ample powers for control are available 
to the Treasury and Federal Reserve. The 
cautious approach to application of the con- 
trols is an indication of the importance of 
administering them during the reconver- 
sion period so that credit necessary to in- 
dustry will be available. 





Low Interest Rates 
and Endowments 


The steady decline of interest rates in recent 
years has severely curtailed philanthropic ac- 
tivities, the Russell Sage Foundation reports 
in a survey based on direct information from 
and estimates on 505 social welfare founda- 
tions with assets of almost $2,000 million. 


The Carnegie Corporation of New York, for 
example, showed a drop in yield from 5.2 per 
cent in 1922-23 to 2.7 per cent in 1942-43 or 
almost 50 per cent in twenty years. The decline 
since 1933 amounted to 40 per cent. 


While many foundations are perpetuities, 
the report found “a trend in recent years in 
the direction of allowing at least discretion- 
ary liquidation.” Further that “current low 
yields of conservative investments are forc- 
ing a fresh consideration of the problems of 
safety versus income, and apply a new and 
severe test to the principle of perpetual endow- 
ment.” 





SQUARE ROOTS OF ANNUAL AVERAGES 
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From May Business Bulletin of Cleveland Trust Co. 


Stock Prices High? 


Whether prices of common stocks are now 
high enough to be in the danger zone is dis- 
cussed in the May Business Bulletin of The 
Cleveland Trust Company. Pointing out that 
a stock price index, based on extensions of the 
Standard and Poor indexes combining those 
of the industrial, rail and utility stocks, is now 
entering a level which might be considered a 
proper selling range, the Bulletin gives three 
reasons why the present bull market may con- 
tinue, namely, (1) the general pressures of in- 
filation, (2) promise of good business from 
accumulated shortages of goods, and (3) low 
interest return on good bonds. 


The chart illustrates the range (as a square 
root) of annual averages of the past half- 
century, the Bulletin remarking that the upper 
band could have been considered the proper 
selling range for common stocks, and the lower 
the proper buying range. It also indicates the 
danger of trying to get the ‘last dollar’ out of 
the market, as in only six brief periods and 
one long one, were the averages in the “selling” 
band. 


The Squeeze is on 
FARM PROFITS 


Because of higher costs farm profits are declining. Smaller pro- 
duction and lower prices are ahead. But — Capable Farm Man- 
agers Will Profit even in the period of declining prices. They 
will follow the recommendations in the 


D. A. S. AGRICULTURAL DIGEST 
— a comprehersive volume of 400 pages — and its twice a month 
releases — timely advice on when to buy and sell, on prices, 
production, markets, shortages and surpluses ahead. Used by 
thousands of farmers and business men. 
The cumulative reference volume, and twice- 
monthly releases for 6 months 


Thereafter, per year 
Write for Free Sample Releases 


DOANE AGRICULTURAL SERVICE, INC. 
Box E, 5579 Pershing Ave., St. Louis 12, Mo. 
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United States 
Government Securities 


Through our U. 8. Government Bond Depart- 
ment we, as dealers, offer a specialized service 
to our banking correspondents. We maintain 
active markets in U.S. Government obligations; 
we shall be pleased to furnish our quotations 
and invite consultation regarding investment 


portfolios. 
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THE SEMANTICS OF FINANCIAL REPORTS 
Public Misunderstanding Fed by Technical Wording 


DON KNOWLTON 
Partner, Hill & Knowlton of Cleveland, Public Relations Counsel 


Don Knowlton will be remembered by bank men as the author of 
the book “‘Advertising for Banks” written when he was publicity man- 
ager of The Union Trust Company of Cleveland. His firm is counsel to a 
number of the country’s leading corporations.—Editor’s Note. 


F banks are going to continue in business 

as private enterprises, the industrial sys- 
tem of private enterprise must continue 
healthy. If that is to be so, the general pub- 
lic must be sold on the idea that more people 
will get more benefits under our free com- 
petitive system than they will get under any 
other system that has yet been devised or 
advocated. Our country is full of proponents 
of other systems. It is imperative that pub- 
lic allegiance be anchored to the competitive 
system of free enterprise. 


It would seem an obvious constructive 
step upon the part of the banks to help cor- 
porate enterprises interpret their financial 
affairs to the public in such a way that the 
public will gain a true understanding of the 
facts, instead of misconceptions that lead to 
opposition to the entire free enterprise sys- 
tem—financial and industrial. The banks are 
in an ideal position to take a step in this 
direction. 


On the other hand, there is no greater 
service toward their borrowing customers 
— who are the bread and butter of the bank- 
ing business — that the banks of this coun- 
try could perform, than to impress corpora- 
tions and accountants with the need of 
phrasing financial statements in words that 
will enable the public to grasp the actual 
facts instead of being bewildered by tech- 
nical phraseology. 


No Longer “Private Property” 


CAN think of nothing that would so dis- 

courage the opponents of the free enter- 
prise system as the frank and open publica- 
tion of corporation balance sheets and in- 
come accounts phrased not in the archaic 
syllables of the last century, but in simple 
modern language. 


Accountants, like lawyers, cling to certain 
well-defined, accepted phrases because those 
phrases have, to them, definite accepted 
meanings. They are like chemists, who use 
chemical formulas because these represent 
a universal language to them. But it was 
designed only for other chemists. 

Financial statements are no longer com- 
pany property. They go to millions of stock- 
holders; they go to senators and represen- 
tatives; they go to labor leaders; they go to 
newspaper columnists; they go to college 
professors. 

It is imperative that accountancy terms 
be not only translated into layman’s terms 
but be so stated originally. Unless and until 


Suppose somebody asked... ARE YOU 
A CAPITALIST ? 


Uf you think the annwer is “ne”... think agaiat 


One of a series of advertisements used by The 

Union Trust Company of Pittsburgh to help 

the community understand the public service 
rendered by banks. 
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this be done, neither the public nor our leg- 
islators will understand corporate finances, 
and the end of the road may lead to the so- 
cialization of industry — and of banks. 


Banks Have a Job To Do 


HAT is the lifeblood of the banking 
— and trust — business? 

It is the ability of other people to make a 
profit on money borrowed from banks, and 
on money invested in enterprise. What we 
currently call the “profit” system is, there- 
fore, the foundation of banking in the 
United States. 


There is nothing new about these state- 
ments; but likewise, I am sorry to say, there 
has been little new over the last decade in 
the methods used by the banking fraternity 
in explaining and selling the so-called 
“profit” system. 


Public opinion surveys show that the 
American public, as a whole, is not opposed 
to the “profit” system. The trouble has been 
that the bankers of the country — along 
with the nation’s certified public accountants 
and corporation controllers — have, with 
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only recent innovations, presented this sys- 
tem under a terminology which the public 
could not possibly understand and, egged on 
by opposition criticism, has thoroughly mis- 
understood. 


What Does “Profit” Mean to People? 


S a primary illustration, let’s see what 
Webster’s Collegiate. dictionary says 
about the word “profit.” One definition is: 
“The excess of returns over expenditure in a 
given transaction or a series of transac- 
tions.” 


Webster was not a certified public ac- 
countant, or a banker or a corporation con- 
troller. Therefore, in giving his definition 
he used the meaning of the term as accepted 
by the general public. To the general public, 
money spent by a corporation for machinery 
or equipment or material represents an ex- 
penditure. 


The result is that when a corporation re- 
ports a profit (or a surplus) the public 
thinks that this sum represents an actual 
amount of cash; money left over on top of 
everything that the corporation has spent 
for equipment, buildings, material, wages 
and other payments. 

Have you ever had the experience of try- 
ing to explain to a newspaper columnist, or 
a labor leader, or a left-wing professor, 
that corporation profits do not represent 
actual cash, but that, instead, a major share 
of such profits — and particularly of sur- 
plus — exists in the form of equipment, in- 
ventory and other assets acquired during 
the years? 


Fault is Not in Facts 


ND if you succeed in getting the facts 
A through his head — he will probably 
stare in amazement, and say, “Well, if the 
corporation spent all this money, why does 
it include it in its profits?” And in so say- 
ing, he will be absolutely right, within the 
meaning of the word “profit” as defined by 
Webster. 


How can we complain about peopie’s atti- 
tude toward profits, when the word, as used 
by corporations, means something entirely 
different? 

A large share of the difficulties which the 
proponents of the so-called “profit” system 
have had, in trying to present their case to 
the public, lies not in the facts but in the 
terminology employed. 

Financial terminology developed during 
the past century, during the days when the 





financial affairs of a corporation were con- 
sidered to be private, rather than public, 
property. As a corporation attorney once 
remarked: “the financial statement was in- 
vented by corporation lawyers as a device 
for concealing from the stockholders the 
true state of affairs within the company.” 

Be that as it may, financial terminology 
has certainly succeeded in concealing the 
true state of affairs, not only from the stock- 
holders but from the public — and has pro- 
vided ammunition for consistent attacks by 
anti-business groups and individuals during 
recent years. 


A Better Moral Connotation 


EFINITION of the word “earn” is: 

“To acquire by labor, service, or per- 
formance.” It is one thing for a corporation 
to acquire a certain added value by labor, 
service or performance. It is quite another 
thing for a corporation to arrive at a “prof- 
it,” which is “an excess of returns over ex- 
penditure.” 

Earnings are morally justified even to- 
day! The employee earns money. Earnings 
come because of work or services per- 
formed. Profits, on the other hand, are some- 
thing left over for which there may be no 
apparent social justification. 

As any accountant knows full well, 
whether you call them “profits” or whether 
you call them “earnings” makes no differ- 
ence accounting-wise. Why not escape the 
stigma attached to the word “profit,” and 
get the pat on the back attached to the word 
“earnings” ? 

And why not explain that a company’s 
“earnings” are composed only in part of 
cash, that most earnings are usually repre- 
sented in physical objects required to help 
that company employ people and do busi- 
ness? A Funds Statement (such as in Bur- 
lington Mills’ 1945 report) is in point here. 

Ask an employee of a corporation, in nor- 
mal times, how far ahead he got during the 
year, and he would probably say, “Well, I 
finished paying for the washing machine, 
and I made the down payment on the auto- 
mobile, and I added $578 to my savings ac- 
count.” Isn’t it comparatively simple to ap- 
ply the same parallel to the corporation — 
using the word “earnings” instead of the 
word “profits”? 


Really an Income Accounting 


ERMINOLOGY of the Profit & Loss 

Statement is in itself ridiculous. How 
can any company make a profit and a loss at 
the same time? 
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Fortunately, many companies are now 
calling this statement the “Income Ac- 
count,” which, in my opinion, is correct 
phraseology. It shows the total income that 
the company took in, and what disposition 
was made of it. It shows what was finally 
left for the company — with a remainder 
of “net earnings” instead of “net profit.” 


But confusing terms still cloud the mean- 
ing of the “Income Account.” Take a phrase, 
for instance, such as “Cost of Sales.” Any- 
body in his right mind would figure this as 
meaning “selling costs” — but after a sec- 
ond look at the amount, he would decide that 
his first conclusion was wrong and that the 
company was trying to cover up something 
by using misleading terminology. 

How to express some of these conditions 
in clear language that anybody can under- 
stand is a problem, but a breakdown show- 
ing ‘materials bought’, ‘wages’, ‘salaries’, 
etc. would be a wholesome step. Unless and 
until corporations learn how to do it, they 
will continue to make themselves the targets 
of opposition orators who use their reports 
as the foundation of their soapbox exhorta- 
tions. 
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. 

Dividends were declared by the Board 
of Directors on May 23, 1946 as follows: 
4% Cumulative Preferred Stock 
17th Consecutive Quarterly 


Dividend of One Dollar ($1.00) 


per share. 


$5.00 Par Value Common Stock 
Fifty Cents (50c) per share. 


Both dividends are payable June 28, 1946 to 
stockholders of record at the close of business 
June 14, 1946. Checks will be mailed. 


Robert P. Resch 
Vice President and Treasurer 
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Why the Balance in Balance Sheets? 


HE format and wording of the balance 

sheet convey to all, save the initiated, 
that the assets are exactly equal to the 
liabilities. From the standpoint of the em- 
ployee or the “man on the street” this is one 
of the most misleading accounting conven- 
tions ever conceived. 


Suppose you told me John Jones’ assets 
were exactly equal to his liabilities. I would 
conclude that John Jones was broke; I 
wouldn’t lend him a nickel — because I had 
been told that if he paid his debts, he 
wouldn’t have a penny left. 


And yet most of the corporations of the 
country — not to mention the banks — in- 
sist upon presenting financial statements to 
the public in such form as to suggest that 
assets are exactly equal to liabilities. The 
public is not so dumb as to accept these 
statements at their face value. They know 
perfectly well that unless assets were great- 
er than liabilities, most companies would be 
out of business. Therefore they arrive at the 
natural conclusion that the balance sheet is 
nothing but a device to hornswoggle the 
public. 
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It is perfectly possible to use a financial 
statement that will show a remainder after 
deducting liabilities from assets; the re- 
mainder representing the capital of the 
company, either invested or earned (see 
Caterpillar Tractor Co. report for 1944). 
There is, after all, nothing sacred about the 
conventional balance sheet; it is not a fixed 
arithmetical fact. Even when certified to by 
the finest accountants, it is merely a finan- 
cial expression of opinion. 


The Most Misleading Term 


64C1URPLUS” is the most misleading 

term of all. The dictionary defines it 
as “That which remains when use or need is 
satisfied; excess; overplus.” And believe me, 
that is the commonly accepted use of the 
word. 

When a corporation says that it has a 
“surplus,” what it means to the average man 
is that the corporation has a certain amount 
of cash money stuck away some place, over 
and above all of its possible needs. Do you 
wonder, then, that the union calls a strike 
for a raise? 

It’s bad enough to try to explain that 
“profits” are “earnings,” and that “earn- 
ings” are not all in cash. But when you try 
to explain “surplus” away, you are prac- 
tically stymied; the basic meaning of the 
the word is so clear. And if you try to give 
any other explanation than that afforded by 
the dictionary, you are accused of being a 
propagandist or a liar. Doesn’t “re-invested 
in the business” summarize the actual fact? 
Why can’t we use English that will tell 
the actual story about what happens? (See 
“Packaging the Corporate Report”—Trusts 
and Estates, July 1945, page 53.) 

May I suggest a meeting of representa- 
tives of banks, corporations and certified 
public accountants, for the purpose of sim- 
plifying and clarifying the terminology of 
financial statements? It is only by such 
means that the necessary degree of change 
can be effected in actual practice. It is in 
this direction that I suggest that banks to- 
day may assume leadership and move to- 
ward immediate action. 

* * * xX . 

Cincinnati, Ohio, has organized a Bankers 
Club with headquarters at the Hotel Gibson 
overlooking the Fountain Square Esplanade. 
The club has a charter membership of 100 
senior officers of banks and some partners of 
investment houses and brokerage firms, but 
will be enlarged to include members of the 
financial fraternity. 
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You may study, in the pages of this bro- 
chure, problems that have arisen in the 
operation of existing Employee Benefit 
Plans—and solutions by which these 


Here in this brochure — concisely pre- 
sented — are answers to questions you 
must deal with when developing an 
Employee Benefit Plan for your com- 


pany. : a ©6problems have been overcome. 


aeons 


Here are Zuestions of Vital 9 ) 


ADVANTAGES 
ond 
REAL 
COST? 


UNORGANIZED 
EMPLOYEES? 


ORGANIZED 
EMPLOYEES ? 


NOW OR LATER? 


PROFIT SHARING 
OR PENSION? 
OR BOTH? 


CONTRIBUTIONS 
—FROM WHOM? 


What are the advantages of 
an Employee Benefit Plan to 
our Company? 

What is the real cost? 


If our Company is unorgan- 
ized, what factors are apt to 
determine employee reaction 
to our Plan? 


Must wage earners be in- 
cluded as participants under 
our Plan? 
If organized, what procedure 
will assure Union support of 
our Plan? 


Will the Union attempt to 
demand additional benefits 
in other directions, notwith- 
standing the installation of a 
Plan? 


Should the installation of a 
Plan be delayed until eco- 
nomic and labor conditions 
are stabilized, or will the in- 
stallation of a Plan itself assist 
in achieving such stabiliza- 
tion? 


What important tax benefits 
still remain in connection 
with Employee Benefit Plan- 
ning since reduction in cor- 
porate tax rates? 


What is the difference be- 
tween a Profit Sharing Plan 
and a Pension Plan? What 
are the relative advantages 
and disadvantages of each? 


Should a Pension Plan call 
for contributions from em- 
ployees, or should the Com- 


DISTRIBUTION — 


TRUSTEED 
OR INSURED? 


SCIENTIFIC 
FINANCING ? 


SCIENTIFIC 
REFINANCING? 


YOUR 
CONSULTANT? 


CLIENTS SERVED? 


IN CANADA? 
AND 
GREAT BRITAIN? 


If a Profit Sharing Plan is 
adopted, should the profits be 
shared in cash or held in trust 
for later distribution? 


What are the respective ad- 
vantages and disadvantages 
of Insurance and. Trusteed 
Reserve Funds as media for 
financing? 


How may Scientific Financing 
minimize fixed costs? 


How may Scientific Refinan- 
cing reduce existing commit- 
ments? 


What are the functions of 
Wickenden, Morss and Asso- 
ciates as your Consultant? 


What industries, institutions, 
and other organizations have 
been served by our Partners 
and Associates? 


What Canadian and British 
facilities are available to 
clients of Wickenden, Morss 
and Associates? 


pany bear the entire cost of 
the Plan? 


Industrial, Institutional, and Trust Executives may obtain a copy of this informative brochure upon request. 


Wickenden, Morss and Associates 


Consultants — Employee Benefit Planning 


295 Madison Avenue, New York 17,.N. Y. Widener Building, Philadelphia 7, Pa. 


IN CANADA IN MIDWEST STATES IN GREAT BRITAIN 
WILLIAM M. MERCER LIMITED PAUL WHITESIDE WILLER-PETERSEN MYRUS SMITH AND FROST 


Employee Benefit Programmes 900 N. Michigan Avenue 329 High Holborn 


Vancouver-Toronte-Montreal Chicago 11, Illinois London W. C, 1 
Hutchinson, Kansas Colorede Springs, Colorado 





DIVIDENDS AND RESERVES 


End Functions and Benefits of Profits as Told in Corporation 
Reports 


No. 13 in Trusts and Estates series “Public Reporting of Private Enterprise” 


HE rate of profit can be assumed to be 
‘| a fair measure of the economic health of 
a community or society. But to judge by the 
most widely publicized remarks on the sub- 
ject, black figures are too frequently made to 
appear an anti-social accomplishment. The 
misconception or lack of understanding of 
the various roles of profits in our democra- 
tic capitalistic economy deserves more con- 
sideration, and the burden of interpretation 
lies mainly within the province of business 
itself. 


Profit—or the balance of income over pro- 
duction and other costs—is a prime requisite 
of economic livelihood in any country or so- 
ciety, whatever the ideology. Under Amer- 
ica’s private enterprise system the balance, 
after taxes, accrues to citizens rather than 
to the state, as in totalitarian countries. 
Many opportunities are presented for busi- 
ness and finance to clarify the role of prof- 
its — income — dividends — reserves and 
related subjects. These include news re- 
leases, speeches by company offiicials, em- 
ployee and other periodicals, the annual 
corporate report. 


It needs to be lucidly, and repeatedly, 
brought out that profits serve a dual pur- 
pose. The first is to provide a reservoir of 
funds for subnormal times, emergency use, 
maintenance of employment, depreciation of 
price structure, conversion (or reconver- 
sion), unforeseen technological obsolescence, 
etc. The second is to provide compensation 
for the risks which stockholders have taken 
in investing their savings — or as a fluc- 
tuating “rent” for the use of the tools, etc., 
provided by their savings. 


Continuing its study of annual reports, 
Trusts and Estates gives examples of how 
some corporate managements have told the 
story of the value and benefits of profits, 
and their two main outlets, dividends and 
reserves, to the now widely diffused holders 
of their shares. 


Relationships of Profit Allocations 


S though there were not already enough 
public misconception about Profits — 


gross income, net (after taxes), and divi- 
dend payments — most corporations neglect 
to explain the reasons for their reserves and 
dividend allocations, the various benefits of 
them and their relationship to other expen- 
ditures. Would it not be pertinent to explain 
this dual role and division of “profits”? Ex- 
amples of this were cited in the November 
survey “Profits from Public Service.” 


The use of an income dollar distribution 
chart, like that shown on page 553, is 
an effective means of showing the relative 
dollar position of profit distribution. An- 
other method is the tabulation, such as the 
following made by Joslyn Mfg. & Supply Co. 
and by Crown Zellerbach. 


“Proceeds of our sales dollars were dis- 
tributed as follows: 


To purchase materials (raw and fin- 
ished) for sale 
Paid to Employees in salaries and 


Paid for manufacturing overhead, 
warehouse, and selling expense __.16.4% 

Paid for taxes 

Paid into Employees’ 
Profit Sharing Fund 

Paid Dividends to stockholders 

Balance to surplus for future needs. 


Savings and 


5% 
100% 


JOSLYN MANUFACTURING & SUPPLY CO. 


WE BUY STAMPS 


Valuable stamp collections are sometimes 
found in estates, and administrators seldom 
know how or where to sell them to ad- 
vantage. We not only make appraisals for 
estates, but also pay top prices for collec- 
tions, accumulations, and old stamps on 
letters. Write for our free booklet, “If You 
Have Stamps to Sell.”’ 


H. E. HARRIS & CO. 


World’s Largest Stamp Firm 
108 MASS. AVE. @ BOSTON 17, MASS. 
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DISTRIBUTION OF EARNINGS 
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FROM 1944 REPORT, EASTMAN KODAK CO. 





“The distribution of income to Government, employees and stockholders since the merger 
of our companies in 1937 is shown below: 
Wages and Salaries* Reinvested 
Executives & Dividends in the 
Other Officers Paid Business 


Years Ended 


April 30 Taxes General 


1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 


$ 2,660,261 


2,728,726 
3,755,357 
7,543,864 
11,088,081 
9,434,495 
9,484,872 
8,777,388 


$13,217,757 


12,306,462 
13,955,687 
15,546,788 
17,881,396 
21,070,838 
23,502,894 
22,878,588 


$461,128 
453,231 
477,050 
478,344 
489,994 
497,182 
509,991 
519,071 


$4,338,219 
3,774,989 
4,909,474 
4,909,474 
4,909,474 
4,909,474 
4,909,474 
4,909,474 


$1,873,194 


1,044,335 
3,210,020 
3,956,813 
4,199,327 
2,633,813 
2,693,967 
1,894,427 


*Includes charges against profit and loss only. 


Among those which describe, in text, the 
basis on which allocation is made of profits 
to reserves and dividends, the following 
statements are notable: 


“Your Directors have adopted the follow- 
ing policy relative to allocation for future 
net earnings: ‘There shall first be deducted 
from net income the Sinking Fund require- 
ment ... The balance of net income, after 
the above deduction and after taking into 
consideration at any dividend period the 
forecast of net earnings for the remainder 
of the fiscal year, shall be allocated approx- 
imately as follows: 

1—One third for a further retirement of 

debentures or, in the alternative, for 
capital improvements... 

2—One third to the payment of dividends. 

3—One third to be added to working cap- 

ital until such time as net working 
capital shall aggregate $6,000,000.’ ” 
LUKENS STEEL CO. 


CROWN ZELLERBACH CORP. 


“It has been the policy of the Board of 
Directors to disburse, out of earned surplus, 
dividends which it believed bore a reason- 
able relationship to the Company’s net in- 
come. It has also been the Board’s policy 
to establish reserves, whenever it consider- 
ed it proper to charge posisble future losses 
to the years of substantial earnings to 
which such possible losses might be logical- 
ly allocable, even though the actual amount 
of the losses might not be determinable at 
the time. Taxes must be paid against these 
reserves but, by the same token, any losses 
realized in later years are deductible for tax 
purposes in those years.” 

ELECTRIC BOAT CO. 


“Earnings in excess of dividends paid 
represented 32% of the total earnings, and 
were reinvested for the purpose of stabil- 
lizing the business for owners, employees, 
and for improved customer service.” 

GENERAL MILLS, INC. 





Dividend Policy 


ONSIDERATIONS governing the pay- 
ments of dividends, and general policy 
with relation to company needs and stock- 
holder interests are given separately under 
this heading by several companies, from 
whose reports the following are quotations: 


“Dividends representing 41 per cent of net 
profits were paid in 1945, which compares with 
average dividend payments of 49 per cent of 
net profits since 1940. This conservative divi- 
dend policy in 1945 was predicated upon the 
desirability of cash reserves during the transi- 
tion period. After dividend payments the bal- 
ance of net profits for 1945 was applied to ex- 
pansion of physical properties, exploration, 
the development of new discoveries, and work- 
ing capital.” 

BARNSDALL OIL CO. 


“Earned surplus was increased $ 
being retained for future needs. Note sub- 
stantial increase in earned surplus after 
charging $ to Reserves for Deprecia- 
tion.” 

“No payment was made on common stock 
this year in belief that conservation of work- 
ing capital would prove to best interest of 
the company and its stockholders ... and 
was in accordance with company’s policy 
that no common dividend would be declared 
until such time as it was felt it could be 
consistently maintained.” 

HUNT BROS. PACKING CO. 


“Payments to stockholders totalling $22.9 
million amounted to 3.7 per cent of gross in- 
come. The portion of earnings not paid to 
stockholders as dividends increased their 
equity in the company by $27.4 million.” 

“The percentage .of net earnings paid to 
stockholders during the war years was 
smaller than has been paid by our company 
and our industry in pre-war years. This 
smaller proportion was considered necessary 
because of the heavy capital demands that 
must be made to maintain our position dur- 
ing the post-war years and because of other 
uncertainties, particularly as long as the 
government continues largely to control not 
only our prices but also many elements of 
our cost.” 

STANDARD OIL COMPANY (INDIANA) 


“In retaining this dividend rate during 
the war, your Directors have kept in mind, 
not only the present need for working cap- 
ital to carry on the current wartime volume 
of business, but also the all important neces- 
sity of strengthening the Company’s posi- 
tion to meet post-war problems.” 

GRUMMAN AIRCRAFT ENGINEERING CORP. 


“It is still the judgment of the Directors, 
that the establishment of a regular dividend 
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WHERE OPERATING REVENUE WENT 


Operating Revenues 

Payroll 

Parts fuel. tires and 
other expenses 


taxes 
Income taxes (Federal 
at State) 


serves: 
Depreciation 
st-war 


Amortization 


o 
Greyhound Corporation 
Minority Stockholders 


Surplus (reinvested in 
the business) 


From 1944 Report, The Greyhound Corporation 


policy is inadvisable until such time as gen- 
eral business becomes more settled and will 
no longer be subjected to the possible dis- 
locations occasioned by rapid and abrupt 
changes such as are now prevalent.” 
WICKWIRE SPENCER STEEL CO. 


“Consistent with recognition of the fact 
that current earnings are abnormal and in 
view of United’s post-war expansion pro- 
gram calling for large expenditures, your 
directors decided the best interests of stock- 
holders would be served by the continuation 
of a conservative dividend policy . .. The 
retention of a larger proportion of total 
earnings increases the asset value of each 
share of common stock.” 

UNITED AIR LINES, INC. 


Reserve Policy and Purposes 


66 ESERVES” is one of the bad words 

of private enterprise, suspect or 
misunderstood by the great majority of peo- 
ple — both those inside and outside a com- 
pany. It is not realized how many things 
can happen to make necessary the corporate 
equivalent of saving for a rainy day. It is 
seldom realized, because seldom pointed out 
in “experience-language” of the employee, 
that reserves are an insurance also of better 
stability of employment and pay than would 
be possible without them. General Motors 
Corp. presents, in its 1945 report, an in- 
formative explanation of its reserve policy: 
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“Reserves are derived from charges’ 
against earnings and represent a provision 
for some foreseen expense or loss of asset 
value properly applicable to the period in 
which such charge against earnings is made, 
but which cannot be definitely established 
until some time in the future. When the 
facts are finally established, the amount in- 
volved, having been previously provided for, 
may be charged to the reserve and there- 
fore does not affect the profits of the bus- 
iness for that particular period. If the 
amount finally determined is in excess of 
the reserve provided, the difference is 
charged against operations of the current 
period and hence reduces profits. If the 
amount is less than provided for, the estab- 
lished excess of the preserve is restored 
to earnings . . . Any reserves set up cur- 
rently to cover anticipated losses and ex- 
penses, even though they are attributable 
to current operations, are not an allowable 
deduction in determining the amount of in- 
come upon which Federal income taxes are 
paid. The amount of each loss or expense 
becomes an allowable item for tax purposes 
only when it is actually realized and de- 
terminable.” 


Investors too have a definite interest in 
the basis and policy of retaining earnings in 
the business. It is not usually an arbitrary 
withholding from stockholders, but may 
seem so to many. For these reasons, corpo- 
rate financial officers and institutional in- 
vestors will be interested in the following 
examples of explanatory statements in an- 
nual reports, which also show the variety 
of needs for reserves. 


“The Company’s reserves against possible 
losses on inventories on account of price 
declines, receivables, and other losses, re- 
conversion costs, adjustments growing out 
of the war conditions, etc., at the close of 
the year were as follows: 


For losses and collection ex- 
penses 

For losses on inventories 
through price declines and 
obsolescence 

For post-war adjustments 

For contingencies 

For industrial accident liability 

Post-war excess profits tax re- 
fund credit 1,350,000” 


J. I. CASE CO. 


War and Post-War Contingencies 


THER reserve funds directly related to 
war conditions were cited by numerous 
companies, usually related to deferred main- 





tenance and repairs — ranging from rail- 
road companies to dairy companies — to re- 
adaptation of plants and product design, 
market restoration, contract terminations, 
renegotiations, and tax adjustments. Fluc- 
tuations, losses or replacement costs of in- 
ventory were cited frequently, as illustrated 
by the following excerpts: 


“The soundness of setting aside reserves 
is indicated by a comparison of our pre-war 
inventories with those of 1945, and a con- 
sideration of possible fluctuations in in- 
ventory values during unsettled conditions. 

BORDEN COMPANY 


“Certain scarce materials used in our 
products have recently declined in price as 
increased quantities have become available 
and this necessitated writing down the value 
of previously bought materials to the mar- 
ket price at the year’s end. Some of the 
anticipated losses having been absorbed, it 
‘is believed that a reserve of $1,400,000 will 
be adequate to provide for any further 
losses which may occur. Therefore, $200,000 
has been restored to current profits by cor- 
respondingly reducing the previously ac- 
cumulated reserve.” 

VICK CHEMICAL CO. 


Other Contingencies 


HE Pullman Company was among those 
citing allocation of profits as a reserve 
for retroactive wage adjustments. Massey- 
Harris Co. set up reserves to cover foreign 
exchange fluctuations and “possible transfer 
of profits from foreign subsidiaries.” 
Expansion programs and introduction of 
new products were cited by such companies 
as American Home Products, Sterling Drug 
and Boeing Airplane as reasons for retain- 
ing earnings in reserve account, Boeing ex- 
plaining “the same reasons which impelled 
it to establish this reserve dictate that it be 
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TO SURPLUS TAXES 


FROM 1945 REPORT, BLACK & DECKER MFG. CO. 


retained at this time.”’ Other typical special- 
purpose reserves mentioned include the fol- 
lowing: 


“As has been the custom for a number 
of years, costs in connection with automo- 
bile accidents and other self-insured risks 
have been charged direct to expense and 
the reserve for automobile accidents and 
other self-insured losses continues to stand 
at the total of $250,000.” 

JEWEL TEA CO., INC. 


“The management intends to continue its 
policy of applying all available funds in 
reduction of funded indebtedness, in order 
to place your Company in a position to face 
the uncertainties of the future and to meet, 
on a more nearly equal footing, the com- 
petition of other motion picture companies, 
which have substantially lower funded in- 
debtedness outstanding.” 

WARNER BROS. PICTURES, INC. 


“There has been added to the Reserves 
for fire losses, an additional amount of 
$635,000, which is in excess of that con- 
sidered a normal provision. The Company 
has continued a policy of self insurance.” 

S. S. KRESGE CO. 


ee 
KARL D. PETTIT & Co. 


INVESTMENT 


COUNSELORS 
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KNICKERBOCKER FUND 


20 Exchange PI. 
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LIBERALIZE OR LIQUIDATE 
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A Decisive Decade for Capitalism 


ERIC A. JOHNSTON 
President, Chamber of Commerce of the United States 


OMPETITIVE capitalism just got 
pe hed winning the greatest war in all 
history. Let’s not be modest about it; neith- 
er Britain nor Russia could have survived 
without the flow of goods from this capital- 
istic American country. In times of peace 
other systems promise their people the good 
things of life. We’ve got them. We’ve got 
abundance and the greatest industrial pow- 
er on earth. We ought to be proud of the 
capitalistic system. 


Four years ago, I thought we needed a 
new creed for capitalism. I still think so, 
and as a definition suggest, “Capitalism is 
a competitive economic system designed for 
the enrichment of the many and not to 
make a few men rich.” The old capitalism 
built a great United States; the new can 
build a great United people. Only a united 
people can build a prosperous nation. Pro- 
ductive capacity, know-how, raw materials, 
manpower, consumer demand, and accumu- 
lated capital cannot be translated into eco- 
nomic health if we continue to stumble and 
stagger and squabble. 


Today we must chooose between the old 
and new capitalist society. The old—holding 
to the status quo and loaded with prejudices 
against organized labor, against govern- 
ment activity, against community plan- 
In address at Annual Dinner of the Cham- 
ber, May 2nd, 1946. 





IN MARYLAND 


For Cooperation 


on Banking or 


Trust Matters 


EQUITABLE TRUST CO. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


BALTIMORE 


ning; the new view—a human institution, 
vibrant and evolutionary, capable of adjust- 
ing itself to new conditions. Under the old, 
people seem merely tools of the system; un- 
der the new progressive capitalism, the sys- 
tem is a tool in the hands of the people. 


The new capitalism recognizes the su- 
premacy of the individual. Under our sys- 
tem he can jump from job to job if it suits 
his pleasure. If he gets in Dutch with his 
boss, he can go around the corner and find 
a new boss. In a totalitarian state, the in- 
dividual is told where he must work. If he 
gets in Dutch with the state, he gets sent 
to the salt mines. Americans have always 
demanded freedom; freedom and progres- 
sive capitalism are synonymous. 


Modern mass production society has 
caused individuals to band together in vol- 
untary economic groups—“pressure groups” 
—for their material and mental well-being. 
Group action is an economic fact which new 
capitalism must recognize. It is America’s 
democratic answer to modern industrial so- 
ciety. Groups need to be regulated, but you 
cannot regulate one group today and not 
another. Business men want unions regu- 
lated. Union leaders want more regulation 
of business. The farmer wants both regu- 
lated. Up to date, we’ve had a black market 
in irresponsible power by some because we 
haven’t understood that this age of group 
action requires fair rules for all groups. 
The ideal is a maximum of self-regulation 
and a minimum of government regulation. 


We say we really want to see more diffu- 
sion of the good things of the world. Then 
what’s wrong with profit sharing? What’s 
wrong with giving our workers a real in- 
centive to produce more for their own prof- 
it—and for yours? More people buying 
more things, so you can make more which 
more people can buy? The majority must 
feel that they share in the profits of the 
profit system. Otherwise, they may decide 
some day that they want another system. 
I say in deadly seriousness: We in business 
must liberalize or face the threat of eco- 
nomic liquidation. 





PROFITS — TAXES — DIVIDENDS, 1929-45 


Department of Commerce Summary 


NALYSIS of figures in the study on 
“Trends of Corporate Profits, 1929-45” 
in the April Survey of Current Business 
shows that profits of American corporations 
averaged 3.25 per cent of sales and that divi- 
dends paid averaged 2.81 per cent of sales 
during this 17-year period. Corporate in- 
come—before Federal and State income and 
excess profits taxes—totalled $20.9 billion 
in 1945, compared with $24 billion in 1944 
and the record high of $24.9 billion for 
1943. Profits after taxes, however, were 
$9,080 million in 1945 and $9,945 mil- 
lion in .1943, according to this study, made 
by Gardner F. Derrickson of the Depart- 
ment of Commerce. In the peak year of 1943 
corporate profits before taxes were two- 
and-a-half times as high as they were 
in 1929, but profits after taxes were only 
one-fifth higher. 


Federal and state income and excess profits 
taxes increased 10-fold during the period 
1929 through 19438, and taxes as a percentage 
of profits advanced from 15 per cent in 1929, 
to 24 per cent in 1939, and to a wartime high 
of 60 per cent in 1943, according to Mr. Der- 
rickson. Profits before taxes for all industries 
averaged $22.7 billion during the war years, 
1942-45, or more than four times the $5.3 
billion average for the peacetime period of 
1936-39. The wartime average of profits after 
taxes was $9.4 billion, two-and-a-half times 
the average peacetime earnings of $3.9 bil- 
lion in 1936-39, the report shows. 


[It should be borne in mind that this basis 
of comparison is predicated on two unusual 
periods, one comprising war and the 1936-39 
period including “depression years.”—Editor’s 
Note.] 


Profit-Sales Comparison 


Understanding of corporate profits move- 
ments is enhanced, however, if related to 
some measure of changes in the volume of 
corporate production ... so profits have been 
compared with sales. Mr. Derrickson claims 
that although the change in profits-to-sales 
ratios over a period is helpful in interpreta- 
tion of profit movements, the percentage of 
profits to sales is lower than the percentage of 
profits to the value of corporate production, 
inasmuch as sales represent a duplicated count, 
including the value added by the processor as 
well as the price paid for the material. For 
example, in 1944, the reported sales total for 
corporations was $248 billion, compared with 
$115 billion “net value.” 


The ratios to sales of profits before taxes 
were found to be consistent with changes in 
the volume of business, rising or falling with 
sales; most war years ranged between 9 and 
10 per cent (1929 - 6%), in response to high 
production levels. Profits after taxes, as a per- 
centage of sales, after a high of 5.1 per cent 
in 1941, receded to 3.5 per cent in 1945. The 
17-year average, including the depressed early 
thirties, was 3.25 per cent on a comparable 
basis. Ratios for other years and for selected 
industries averaged in war and peace years 
are shown in the tables on page 556. 


Net Dividend Payments 


Payments of net dividends (total dividends 
paid by corporations less dividends received 
by corporations) in the war years 1941 through 
1945 amounted to less than 50 per cent of 
profits after taxes. This compares with 70% 
in 1929, and with 86 per cent average for the 
17 year period during which there were three 
loss years. The 1945 peak in wartime payments 
of $4.5 billion was substantially less than the 
$5.8 billion paid in 1929. The conservative divi- 





PAP ANY 


eur / 


VelWenions 
Rinne Peri, Rememas 
Depiction 
Studies 


ry 


+ We fAO8 om ~~ Pol 
, Fa Zand 3 “} 4 IG) OD 


13959 7 1949 





556 TRUSTS and ESTATES—June 1946 


n ° inti _ Net 
de d policy reflected the uncertainties of war Said aetiney-- teats tints Dhidrate 
time production, reconversion and other post- taxes taxes Net profits as paid 

x (Millions of (Millions of percentage (Millions of 
war costs; but a greater part represented a dollars) dollars) of sales(*) dollars) 


transfer to surplus. Italics represent deficits 


Average Profits in Selected Industries 9,770 8,337 5.42 5,785 
Italics denote deficit. 3,225 2,348 2.04 5,456 
—a 846 1,866 0.97 4,059 
of sales 3,100 3,489 3.89 2,546 
Industry 1936-39 1942-45 8. Pd no aa mp 
Agriculture, forestr d fish- ‘ " ’ 
eo 3141 2,188 2.67 — 2,829 
Mining Paadar sem 2) con ie. 8 eee Ot i 5 5,597 4,150 3.73 4,506 
Contract construction ; t 6,126 4,575 3.59 4,638 
Manufacturing ‘ , : 3,151 2,069 1.88 3,031 
war mausiwies*’ ....._—«&G: . 6,374 4,868 3.98 3,732 
Nonwar industries - . ‘ 9,185 6,248 4.54 3,967 
Wholesale and retail trade ‘ : 17,050 9,141 5.11 4,365 
to ne cae 20,969 9,179 446 4,196 
aaa ne en 24,908 9,945 3.99 4,294 
| ne 9 4.0 24,077 9,757 3.66 4,453 
‘ hertte a aa 20,875 9,080 3.46 4,532 
*War industries in manufacturing include 
chemicals and allied products, rubber prod- 17-year weighted aver. 3.25 
ucts, iron and steel and their products in- 1936-39 ” ” 3.33 
cluding ordnance, transportation equipment 1942-45 ” ” 3.87 
(except automobiles), nonferrous metals, 
and their products, electrical machinery, *Percentages of Profits to Sales exclude 
machinery (except electrical), automobiles finance, insurance and real estate from the 
and automobile equipment. total of all industries. 
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Write for prospectus relating to the shares 
of either of these investment funds, each 
of which is managed independently of the 
other by a different management group. 


VANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 
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— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 


STAKE IN CAPITALISM 


“Labor Should Have a Stake in Capitalism” 
is the title of the story on why Eric Johnston’s 
West Coast companies adopted a combination 
labor-management plan and _ profit-sharing 
dividends to employees. On the grounds that 
the profit system is of more interest to those 
who have a participation beyond a set wage 
rate, and that such a program gives each 
member a voice, a reward and a chance to take 
a chance, Mr. Johnston poses this answer to 
socialism. In New York Times Magazine of 
Feb. 24th, and Readers Digest for May. 


97 PER CENT ON THE JOB 


Why 613 of the 636 plant and coffee-shop 
employees of Van de Kamp’s Holland Dutch 
Bakeries chose to walk through a picket line 
and keep their open shop is told in a report 
of a personal investigation by Ben Trynin, re- 
search director of American Institute of Pub- 
lic Relations, in the May Public Relations 
Journal. Management that grew up with 
their co-workers and new fellow employees 
recommended by them, with confidence gener- 
ated by regular employment during the de- 
pression and bonuses in good times, makes this 
picture of morale one to profit by. 


INSECURITY THE MAIN CONCERN 


The sense of insecurity felt by workers, and 
not wages as such, is today the great cause of 
bitterness in labor relations, Dr. J. Douglas 
Brown, director of the Industrial Relations 
Section at Princeton University declared re- 
cently. Wages seldom can be considered in the 
light of cold mathematical logic, he added, 
but must be weighed in relation to the sense of 
justice and security. Human relations and 
protections such as sickness benefits, pension 
plans, and dismissal policy have become funda- 
mental causes of rancor in bargaining nego- 
tiations, he said, despite the Government’s 
social security program. Industries and indi- 
vidual companies with programs to encourage 
security for their workers, according to Dr. 
Brown, have found they promote more amic- 
able labor relations and higher productivity. 


EMPLOYEES SHARE PROFIT 


General Electric Company, through Charles 
E. Wilson, president, announced the proposed 
distribution of $4,434,778 to 130,000 of the 
company’s employees under the company’s 
profit-sharing plan. Distribution will be made 
on a percentage basis of regular earnings — 
1.8 per cent for employees with five years’ 


or more service; 1.2 per cent for those with 
three to five, and 0.6 per cent for those with 
one to three years’ service. 


LABOR RELATIONS SCHOOL 


The New York State Post-war Public Works 
Planning Commission has approved plans for 
construction of a $2,500,000 building to house 
the State School of Industrial and Labor Rela- 
tions at Cornell University. Facilities planned 
for 700 students include a library for 200,000 
volumes and statistical laboratories. 


EMPLOYEE SUGGESTION PLAN 


At General Motors, 366,467 written sug- 
gestions were submitted during the war by 
employees in all the divisions and units of 
the Corporation. Awards of $3,128,995 in war 
bonds and stamps were made for 80,540 meri- 
torious and accepted suggestions. Considered 
highly successful during the war, the Em- 
ployee Suggestion Plan will be continued. 
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INCE its founding 100 years ago, the Pennsylvania 
Railroad has paid to its employees, stockholders and 
bondholders approximately twelve and a half billion dollars. 


Never once over that century has it failed to meet a financial 
obligation when due. 


To its employees the Pennsylvania has paid in wages a sum 
exceeding ten billion dollars. 


To stockholders, it has paid a cash return in every year 
since 1847—a total of a billion and a quarter dollars. 


To bondholders—individuals, and insurance companies, 
savings banks, trust companies, representing the savings of 
many millions of individuals—it has paid in interest more 
than a billion dollars. 





From the beginning, the Pennsylvania has been a railroad 
built by the people for the people. The money to construct 
it as the shortest route between East and West came from 
people of all walks of life in the form of subscriptions to 
shares of $50 each, payable in ten $5 installments. Today, 
with 13,167,754 shares outstanding, the average holding is 
only 61% shares, and of the 214,995 stockholders of the 
railroad 106,139—or more than 49%—are women. 











Thus, not only has the Pennsylvania Railroad served the 
American people through continually improving transpor- 
tation at low cost—but through wages, dividends and 
interest (plus huge purchases of materials in the area 
served)—it has contributed vitally to the prosperity of 
communities and to the welfare and economic security of 
many thousands of American citizens. 
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a 135 South Broad Street when 
you have need of fiduciary assistance or a 
Philadelphia banking connection, for here 
you will find a bank backed by 80 years of | 
experience and fully competent to work with 
or for you as colleague, correspondent, or 


representative. .. We invite you to consult us. 


Fidelity-Philadelphia Trust Company 
Organized 1866 
135 South Broad Street, Philadelphia 9, Pa. 


Member Federal Reserve System @ Member Federal Deposit Insurance Corporation 





OBJECTIVES OF ESTATE PLANNING 


II. Balancing Factors Affecting Estate Purchasing Power 


HEMAN T. POWERS 
Powers System of Estate Analysis, Cleveland and New York 


Mr. Powers became a professional estate consultant in 1930. Four 
years ago, he conceived the idea of the Powers System of Estate Analysis 
which is built around the philosophy that all estate problems and their 
corrective procedures are significant or insignificant in direct ratio 
to their impact on the purchasing power of the post-probate estate. 
Mr. Powers devotes a substantial portion of his time to training programs 
for those who use his system. He is known to many members of Life 
Insurance-Trust Councils whom he has addressed on the subject of estate 
analysis, and through such talks is creating closer cooperative effort 
between underwriters and trustmen. This article is the second of a series 


being especially written for Trusts and Estates. 


STATE Planning was described in last 
month’s article as consisting of two dis- 
tinct operations: 


ANALYSIS: which consists of an hypo- 
thetical administration by which are de- 
veloped the same problems, in principle 
if not in degree, that will occur under ac- 
tual circumstances; and 

PLANNING: which involves the devis- 
ing and selection of corrective procedures 
and their implementation. 


It is essential to the discharge of one’s 
responsibility to those who will be depend- 
ent upon the estate, that consideration of 
corrective procedures be deferred until the 
problems are uncovered and their relative 
significance appraised. 


Since the value of an estate to those who 
will be dependent upon it is measured by 
its purchasing power—by their ability to 
buy the things essential to the maintenance 
of a desired standard of living—it is imper- 
ative that all of the possible adverse fac- 
tors be taken into consideration. While 
these factors are legion, they can for our 
purposes be grouped as follows: 


1. Cash Requirements of the Estate: 


(a) Costs incident to the passing of the 
property to those who will inherit, such as 
(1) administration expenses, executor’s 
fees and attorney’s compensation; (2) 
State inheritance and estate taxes; (3) 
Federal estate tax; and in some instances, 
(4) the costs of litigation in connection 
with the alleged taxability of inter vivos 
transfers. 


Editor’s Note. 


(b) Liabilities of the decedent, includ- 
ing, (1) current bills and accounts; (2) 
notes payable; (3) accrued taxes such as 
realty, personal property and income taxes; 
and (4) mortgages. 

(c) Widow’s allowance or statutory 
amounts for the maintainence and support 
of the family during probate, when pay- 
able only in cash. 


(d) Cash bequests. 
(e) Reserves for contingent liabilities. 


A thorough analysis will often establish 
the fact that taxes to which potential liquid- 
ation problems are attributed are the least 
significant of the cash requirements; hence 
it is essential that all of the potential items 
requiring cash be given careful considera- 
tion. 


2. Conversion of Estate Property: 


From a superficial viewpoint, it would 
seem that unless there is an unusual pro- 
portion of cash in the estate, some of its 
assets will have to be converted to liquidate 
the above cash requirements. However, 
some or all of such assets may have to be 
converted for other reasons such as: 


(a) They may not conform to the stat- 
utes of the State of domicile covering the 
investing of estate funds and/or the reten- 
tion of property owned by the decedent at 
the time of his death, and the will is either 
silent or fails to provide adequate authority 
for any other disposition. 

(b) Market conditions or the probability 
of deterioration may impel the executor 
and/or trustee to convert despite any au- 





562 


thority he may have to retain, or to petition 
the court for instructions if the will directs 
retention. 


(c) The minority of beneficiaries may 
influence the personal representative to con- 
vert. 


(d) The cost of maintaining unproduct- 
ive property may impose too heavy a bur- 
den upon the balance of the income or prin- 
cipal. 


(e) The income may be too low or unde- 
pendable to warrant retention. 


Since the purchasing power of the estate 
is predicated upon the amount of investible 
funds along with their income yield, it is es- 
sential to know what amount will be avail- 
able for investment. In the light of this, it 
is not a question of who will convert any es- 
tate assets but rather of whether they will 
in all probability be converted and what 
will be a reasonable estimate of the prob- 
able realization. 


After the probability of conversion has 
been measured and an estimate has been 
made of the realization therefrom, the ex- 
tent of the liquidation problem can be de- 
fined. If sufficient cash will be obtained by 
the conversion of undesirable assets, there 
will obviously be no liquidation problem. 


3. Fixed Charges Against Income: 


In the final analysis, the purchasing pow- 
er of the estate depends upon the income 
that is available to the beneficiaries rather 
than that which is produced by the estate. 
Obviously, items such as mortgage interest, 
property taxes and costs of property main- 
tenance, must absorb some part of the es- 
tate income. If such income is temporarily 
or permanently curtailed, the impact of 
this factor becomes heavier in that such 
charges usually do not fluctuate. 


4. Income Taxes Payable by Beneficiaries 
on Estate Income: 


Since income taxes, like the Fixed 
Charges just mentioned, obviously reduce 
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the income available for living purposes, a 
true estimate of the ability of the benefici- 
aries to maintain a desired standard of liv- 
ing cannot be had unless adequate consider- 
ation has been given to this factor. 


5. Fluctuating Income: 


The ability of the beneficiaries to main- 
tain a satisfactory standard of living de- 
pends also upon the persistency of the nec- 
essary income. The fact that all estate in- 
come will fluctuate with changes in long 
term interest rates is normal and usually 
not serious; very little can be done about 
it except, perhaps, to stipulate in the will 
that a minimum amount shall be paid either 
out of principal or income. When, however, 
the major source of income is the stock of 
a close corporation, or a partnership or 
proprietorship which it is intended shall be 
continued, the fluctuations in income may 
be extremely significant. 


It is not unusual for the estate owner as 
well as his advisors to measure the income 
potentiality of the estate in terms of the 
current or recent average earnings of the 
business. Estimates of this nature are fal- 
lacious in that the requirements of the ben- 
eficiaries remain more or less constant year 
in and year out while, on the other hand, it 
takes both a high and a low to produce an 
average. For example, an estimate of $20,- 
000 based on a ten-year average might re- 
flect $40,000 in five of the ten years and no 
earnings in the other five, in which event 
it is apparent that the beneficiaries would 
be unable to maintain a $20,000 standard of 
living, and that their actual standard would 
necessarily be predicated upon the amount 
of persistent income from other sources. 


In appraising the significance of this fac- 
tor, it is advisable first to estimate the in- 
come under present or, if preferred, aver- 
age conditions, and then again with the 
business income excluded. This done, it is 
essential to measure the probabilities of 
failure on the part of the major source to 
produce income under unfavorable business 
or economic conditions. 
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6. Failure of Assets: 


Often it is assumed that certain assets, 
particularly the family business, will con- 
tinue to provide a persistent income in the 
light of past performance. This theory oft- 
en is exploded by the inadequacy of suc- 
ceeding management, adverse economic 
conditions, unfavorable labor or political 
situations, industrial trends, style changes 
and obsolescence. 


Upon the death of the estate owner, the 
business will cease to be a means of ac- 
cumulating wealth and will become an es- 
tate investment which must, or at least 
should, be measured by the same stan- 
dards as any investment medium. 


7. Management: 


It has been the writer’s observation that 
greater losses of principal and purchasing 
power have been incurred through incompe- 
tent estate management than from Succes- 
sion Taxes. 


The broad expansion of the fields for in- 
vestment, rapid and sudden economic 
changes, political control of the security 
markets, either direct or indirect, the ad- 
vent of new products and manufacturing 
methods and, lastly, industrial unrest, have 
converted estate management from what 
was a more or less routine matter, into one 
that taxes the ingenuity and capability even 
of those who are specially trained for and 
devote their entire time to this type of 
work. 


For an estate owner to name his wife or 
some trusted friend as executor for the pri- 
mary purpose of saving a relatively small 
portion of the fee is usually a false econ- 
omy. The element of timing is just as im- 
portant in the sale of property as in making 
an investment. A loss of a few points, re- 
sulting from delay in filing for probate, or 
from an inadequate knowledge of market 
trends, or again, from the press of other 
matters, will, generally speaking, far ex- 
ceed the theoretical saving in fees. 


If the estate is left outright to the wife, 
the burden of its management and the pres- 
ervation of its principal as well as its pur- 
chasing power will fall upon inexperienced 
shoulders, with the probabilities favoring 
the loss of a substantial portion of the fund. 
If the business interest of the decedent 
represents a substantial part of the estate, 
its suecess or failure will, in a large meas- 
ure, depend upon decisions with regard to 


563 


policy while, on the other hand, the wife’s 
ability to judge the performance of succeed- 
ing management, or to choose one business 
policy or another, usually is limited. 


Since purchasing power is required over 
the entire life span of the dependents, con- 
tinuity of managament is a matter for pri- 
mary consideration. Even the most capable 
individual may predecease the _ benefici- 
aries, or may become physically or mentally 
incapacitated. Although a trust never fails 
for want of a trustee, its corpus may be- 
come paralyzed or impotent or shrink into 
nothingness for want of a competent 
trustee. 


8. Improperly Arranged Life Insurance: 


The primary purposes of insurance are 
to replace earning power, to fill the gap be- 
tween the estate income and that needed by 
the beneficiaries, to provide funds for the 
payment of taxes and other estate liabili- 
ties, and to fund the purchase of business 
interests. 


Among the many attractive features of 
life insurance policies are the settlement op- 
tions which provide either for (a) payment 
in a lump sum; (b) retention of the pro- 
ceeds at a guaranteed rate of interest; (c) 
retention of the proceeds subject to a life 
income (annuity) to the primary benefici- 
ary with a minimum number of guaranteed 
payments to a named secondary beneficiary 
or beneficiaries; (d) payment of the pro- 
ceeds in a stipulated number of _ install- 
ments. Since the life income option provides 
a much larger amount per annum than the 
interest option, some part or all of the bene- 
ficiaries’ income insufficiency can be pro- 
vided through the former. 
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Since one purpose of insurance is to fill 
the gap between the estate income and the 
amount required by the beneficiaries, a 
more intelligent and effective arrangement 
of the insurance can be had when the es- 
tate problems are known and the amount 
and persistency of the post-probate income 
measured. 


Typical Case 


HILE only rarely will all of the above 

adverse factors be found in any given 
estate, the failure to establish those which 
do exist and to measure their effect, either 
singly or in combination with each other, 
will, as the following actual and typical 
case demonstrates, impair or frustrate the 
consummation of the estate owner’s objec- 
tives. 

“S” is the president of a prosperous man- 
ufacturing business. He holds eighty per 
cent of the outstanding stock. He has a 
wife, a minor daughter and a son twenty- 
four years of age. His aggregate holdings 
are approximately $400,000, including life 
insurance policies totaling $100,000. A little 
over four years ago, after discussion with 
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the trust officer of his bank and his at- 
torney, he gave his home to his wife, exe- 
cuted a new will in which he created a trust, 
and established a trust to which he made 
all of his insurance payable. 

His two primary objectives were to pro- 
vide his wife an annual income of $6,000 
and to give his son the opportunity to suc- 
ceed him in business. To accomplish these, 
he directed the trustee under his will and 
under the insurance trust to pay the entire 
net income to his wife for life. In his will 
he directed that the stock of the corporation 
be retained, and in his insurance trust he 
authorized the trustee to loan money to, or 
buy property from, the estate. In the light 
of the facts which the trust officer and the 
attorney had before them, the plan was well 
conceived and the instruments were compe- 
tently drawn. 

The balance sheet of his estate and sum- 
mary of the probable income therefrom, 
prepared by life underwriter in connec- 
tion with a later analysis, the report on 
which was approved by both the trust offi- 
cer and the attorney, showed the following: 
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ASSETS 


Current Assets: 
Cash 
Collected Note 
Misc. Securities (converted value) 
Proceeds from sale of corporation 
stock to trustee of insurance 


Total Current Assets 96,750 
Fixed Assets: 

Rental Real Estate 

Stock of Company 


Insurance in trust 


$332,000 


(Licensed Auctioneer ) 





FIFIELD 
NEW YORK 18, N. Y. 


LIABILITIES 


Costs of Transfer* $ 83,545 


* Administration costs and succession taxes. 


Debts and Claims 13,000 


96,545 


Residuary Estate and Insurance —.. 235,455 


$332,000 


SUMMARY OF INCOME 


Surplus Cash after liquidation 
Rental Real Estate 


Insurance in Trust (after purchase of corp. stock) 


Corporation Stock (current dividends) 


on 


Income 
6.15** 

960.00 
607.50** 

12,800.00 


Principal 
$ 205 $ 
15,000 
20,250 
200,000 


$235,455 $14,373.65 


Fixed Charges (taxes on home and rental properties and main- 


tenance of rental properties) 


Net Income before Income Tax 
Income Tax (current rates) 


Net Income 


1,200.00 


13,173.65 
3,311.00 


$ 9,862.65 


Income in Any Year that Business Fails to Show Profits: 


Net Income before Income Taxes 
Less Income from Corporation 


**Income estimated @ 3% 


Revision of Plan 


ET us look at this situation in terms of 
the foregoing Adverse Factors. 


Transfer Costs: 

Assuming that it would be practical to 
make inter vivos transfers of an amount 
sufficient to reduce these costs by 40 per 
cent, the capital saving would approximate 
$32,000 but the income in any year that the 


$13,173.65 
12,800.00 


$ 373.65 


business fails to show profits will only be 
$1,363. At the present rate of income, it 
would be $14,133. 
Liquidation: 

There is neither a conversion nor a liqui- 
dation problem, because of the insurance 
trust and the authority given to the trustee 


to loan money to, or buy property from, the 
estate. 
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Fixed Charges: 


Taxes on, and maintenance of, the home 
are $800, or $67 per month which is less 
than the beneficiary would have to pay if 
she should live in rented property. The bal- 
ance of $400 is the cost of producing $960 
of income. In the light of this, these 
charges are not serious. 


Income Taxes: 


On the basis of current income rates the 
net income after tax will be $9,862, or $3,- 
862 more than the amount of the estimated 
requirements. 


Fluctuating Income: 


The discrepancy between the income 
based on current rates and that in any year 
that the business fails to show earnings, 
gives this factor particular significance. If 
the insurance trust uses the insurance pro- 
ceeds to purchase corporation stock, in or- 
der to get cash over to the executor with 
which to pay the estate liabilities, the busi- 
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ness will be the major source of income. In 
any year that the business fails to show a 
profit, the estimated income will be $373. 
It is necessary, therefore, to measure the 
probability of the corporation’s showing 
earnings in unfavorable as well as favor- 
able periods. 


Failure of Assets: 


This is closely related to the preceding 
factor, but also involves an appraisal of the 
risk attendant upon the retention of the 
stock of a corporation which will be under 
the management of a young and unseasoned 
son. 


Management: 


This requirement has been adequately 
provided for. 


Improper Arrangement of Life Insurance: 


If, in the considered opinion of the estate 
owner, there is little or no probability that 
the corporation will fail to show a profit in 
both favorable and unfavorable periods, and 
if there is an adequate second line of man- 
agerial personnel that will guide the son in 
the management of the business until he be- 
comes seasoned, the present arrangement 
is sensible. If, in his considered opinion, 
the reverse is true, it is obviously unwise 
to use the insurance for liquidation pur- 
poses. 


It was the opinion of “S” that his busi- 
ness could not be depended upon to produce 
income in unfavorable periods, and as a re- 
sult his entire estate plan was revised to 
give his wife $6,000 annually, independent 
of the performance of the corporation, 
while, at the same time, the son will have 
an opportunity to succeed his father. In 
brief, this was accomplished by withdraw- 
ing the present policies from the insurance 
trust and electing the life annuity settle- 
ment options therein, and by the purchase 
of sufficient insurance by “S” to provide 
the necessary cash and to pay the additional 
tax on the new insurance. 


A significant service can be rendered by 
attorneys, trust officers and life underwrit- 
ers to the wives and children of their cli- 
ents, if they will review the estate plans 
which they have helped to construct, to de- 
termine the factors which may be adverse 
to the purchasing power of such estates. 
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Connecticut General men, thoroughly trained in 
estate analysis and planning, offer many special advantages in their 
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Lawyers must play in a majority of cases, and also, and this is im- 
portant, know where the Life Underwriter’s work begins and ends. 
They also have access to the Connecticut General Advisory Bureau 
for technical advice. All of these factors work together to make the 
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FEDERAL~ ~« ~« 
ADMINISTRATIVE 


* 


Pent is a timely new aid for every lawyer... 


for every lawyer who must guide and direct business 
and private interests in their dealings with the fed- 


eral government... for every lawyer who sees in 
the important and growing sphere of federal ad- 
ministrative activities a field of law and regulation 
that is at once an imperative challenge and an 
unusual opportunity. 


Quickened by the war, the demands upon gov- 
ernment to perform more and more services for 
the protection and well-being of its citizens have 
multiplied almost unbelievably. The result has been 
a bewildering growth in the number, the variety, 
and in the areas of activity of federal bureaus, 
offices, and agencies. 


And with this growth in administrative agencies, 
the complexities of administrative procedures have 
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Reporter — Federal Administrative Procedure — 
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governmental department, office, bureau, or agency 
of importance .. . will be of special interest to you! 
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STANDARD CLAUSES FOR WILLS 


Tested Forms for Testamentary Trusts 


Fourth in a Series 


RALPH R. 


Neuhoff & Millar, 


No. K 81 


In the event of the marriage of my 
daughter, A, after my death, and during 
the pendency of said trust, if said mar- 
riage be her first, said TRUSTEES shall 
pay her the sum of THOUSAND 
DOLLARS ($ ) as a wedding 
present. 

In the event of the marriage of my son, 
B, after my death, and during the pendency 
of said trust, if said marriage be his first, 
said TRUSTEES shall pay him the sum of 

_THOUSAND DOLLARS ($_. 
_.........) as a wedding present. 

Such payments, however, shall not in 
either case be charged against the distribu- 
tive share of my daughter or son in said 
Trust Estate nor be equalized in any other 
manner. 


Class L. Spendthrift Clauses 


Spendthrift clause No. L 82 


The purpose of the income and other pro- 
visions intended to be created by this will 
for the benefit of and the other 
beneficiaries hereof is to secure the bene- 
ficiary in each case from want, and to in- 
sure them a reasonable living under all cir- 
cumstances, free from the accidents of mis- 
management or improvidence, and free 
from the interest of any present or future 
husband of any beneficiary hereunder. The 
income and other beneficial interests under 
the Trusts created by this will in any of 
said beneficiaries shall not be liable for 
their debts and shall not be assigned or hy- 
pothecated in any manner and shall not be 
anticipated, encumbered or otherwise dis- 
posed of by such beneficiaries, and shall 
not be taken on execution in law, nor be 
reached by creditor’s bill, garnishment, or 
in any other manner at law or in equity by 
persons having claims against the benefi- 
ciaries. Except as herein provided in the 
case of persons under the age of twenty- 


Wedding presents out of corpus 


NEUHOFF 
St. Louis, Missouri. 


one (21) years or a disabled person, the in- 
come and payments of corpus provided for 
herein shall be paid directly into the hands 
of such beneficiary. This clause shall be ap- 
plicable separately to each beneficiary here- 
under, and if this clause or its application 
shall be invalid with respect to a particular 
beneficiary or any particular payment, it 
shall nevertheless be applicable to the other 
beneficiaries and other payments so far. as 
permitted by law. 


Note: Omit reference to present husband 
if not applicable. 


Spendthrift Clause—Shorter form No. L 83 


The purpose of the income and other 
beneficial interests intended to be created 
by this trust is to secure said beneficiaries 
in each case from want and to insure them 
a reasonable living, so far as possible, un- 
der all circumstances, free from the acci- 
dents of mismanagement or improvidence, 
and free from the interest of any future 
husband or wife of a beneficiary. Neither 
the corpus nor the income of the trust es- 
tate herein created shall be liable for the 
debts of any beneficiary thereof, nor shall 
the same be subject to seizure by any 
creditor of any beneficiary, under any writ 
or proceeding at law or in equity, and no 
beneficiary shall have any power to sell, as- 
sign, transfer, encumber, or in any other 
manner to anticipate or dispose of his (or 
her) interest in said trust or the income 
produced thereby. 


Note: Use only where brevity is essential. 


Class M. Powers of Trustees — 
Investments 


Broad Powers No. M 84 


The said TRUSTEES shall have full pow- 
er and authority to manage and control the 
trust estate, and to sell, exchange, lease 
(for terms which may extend beyond the 
termination of the trust), rent, assign, 
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transfer, or otherwise dispose of all or any 
part thereof upon such terms and condi- 
tions as they may in their discretion deem 
proper, and may invest and reinvest all or 
any part of the trust estate in such com- 
mon or preferred stocks, bonds, debentures, 
mortgages, deeds of trust, notes, or other 
securities, investments, or property which 
they in their absolute discretion may select 
or determine, it being my express desire 
and intention that said TRUSTEES shall 
have full power to invest and reinvest the 
trust funds as I might do, if living, with- 
out being restricted to forms of invest- 
ments which trustees may otherwise be per- 
trust funds as I might do, if living, with- 
mitted by law to make, and said TRUS- 
TEES may continue to hold, in the form in 
which received, any securities or other 
property which I may own at the time of 
my death or which they may at any time 
acquire hereunder; and may invest any part 
of the trust funds in property located out- 
side of the State of 


Broad powers—another form No. M 85 


Said TRUSTEES shall have power from 
time to time to invest and reinvest all or 
any part of the Trust estate in such stocks, 
common or preferred, bonds, debentures, 
notes, securities or other property, either 
of the class or kind now or hereafter ordi- 
narily approved or held to be lawful for the 
investment of trust funds or not, as they, 
in their absolute discretion, select, and 
they may make and change such invest- 
ments from time to time according to their 
discretion; and said TRUSTEES shall 
have further power to continue to hold any 
stock, securities or other property which 
they may receive hereunder and_ said 
TRUSTEES may invest in ~—- located 
outside the State of 
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Broad investment powers and permission 
to retain property—a short form No. M 86 


Said TRUSTEES shall have power from 
time to time to invest and reinvest the mon- 
ey and other property belonging to said 
Trust in any common or preferred stocks, 
bonds, debentures, mortgages, deeds of 
trust, or other securities as they in their 
discretion may see fit without being re- 
stricted to forms of investments which 
trustees are otherwise permitted by law to 
make, and they may continue to hold in the 
form in which received any securities or 
other property which I may own at the 
time of my death. 


Specified types of investments authorized 
No. M 87 


Said TRUSTEES shall have power from 
time to time to invest and reinvest the mon- 
ey and other property belonging to said 
Trust (meaning as well any money direct- 
ed to be separately accumulated if this Will 
directs any money to be separately accumu- 
lated) in the following classes of property 
hereinbelow mentioned, to wit: 

(1) In first mortgages or deeds of 
trust upon income-producing real estate in 
the United States of America, estimated by 
said TRUSTEES to be worth at least one 
and one-half times the amount of the loan; 

(2) In bonds secured by essentially 
first liens upon the property of railroad 
companies or public utility companies or- 
ganized under the laws of the United States 
of America, or one of the states thereof, 
provided that such securities be not in de- 
fault and shall have been outstanding for 
at least four years prior to the date of pur- 
chase, and be listed on the New York Stock 
Exchange; 


(3) In bonds secured by essentially 
first liens upon real property of industrial 
corporations organized under the laws of 
the United States of America or one of the 
states thereof, provided that such security 
shall be listed on the New York Stock Ex- 
change or on the New York Curb Exchange, 
be not in default, and shall have been out- 
standing for at least two years prior to the 
date of purchase; 

(4) In dividend-paying cumulative pre- 
ferred stock of corporations listed on the 
New York Stock Exchange, or on the New 
York Curb Exchange, provided that the 
same shall have been outstanding for at 
least two years prior to the date of pur- 
chase, and shall not be in arrears on its 
dividend, and provided that the earnings 





available for such preferred dividend shall, 
for the preceding two years, be at least one 
and one-half times the amount of such pre- 
ferred dividend requirements; 


(5) In common stock of any corpora- 
tion listed upon the New York Stock Ex- 
change, provided that such corporation has 
paid dividends out of earnings (but not 
necessarily earnings of the year in which 
paid) for at least four years preceding the 
date of purchase; 

(6) In bonds, not in default, of the 
United States Government, of any state of 
the United States, or of any city or county 
in the United States having a population of 
50,000 persons or more, or in any bonds or 
other securities guaranteed by the United 
States or by any state of the United States; 


(7) In any common or preferred stocks, 
or bonds, of the ___. Company, or any 
successor or reorganization thereof; 


(8) In any other securities or invest- 
ments in which TRUSTEES may at the 
time of such investment, under the laws of 
the State of _, invest trust funds in 
the absence of any specific authority for 
such investment in the instrument creating 
the trust. 


Note: Not suitable for small trusts. Use- 
ful principally in special cases with indi- 
vidual trustee:. Add a definition of “essen- 
tially first lien.” See following clause. Par. 
(7) would apply only where a testator was 
interested as an officer or heavy stockholder 
in a particular company. 


Definition of “essentially first liens’ 
No. M 88 


By using the term “essentially first 
liens” in the foregoing list, I mean by way 
of example and not by way of exclusive 
enumeration that the following classes of 
liens shall be deemed to be essentially first 
liens: 


(1) Where the lien is a first lien upon 
at least one-half of the value of the prop- 
erty covered by the lien, or in case of rail- 
roads upon at least one-half of the mileage 
or one-half of the value of the property, or 
both, covered by the lien, although said lien 
may not be a first lien as to the remainder 
of the property covered by said lien; (2) 
Where the lien is in fact a second lien, but 
the amount of the obligations secured by 
the first lien is so small in proportion to the 
total obligations secured and to the value 
of the security that a prudent investor 
would not, in the opinion of the TRUS- 
TEES, regard the existence of the prior lien 
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as seriously affecting the desirability of 
the bond. 


Note: This integrates with No. 87. 


Other investments permitted, when 
No. M 89 


It is the intention hereof to grant to said 
TRUSTEES full power to invest and rein- 
vest money coming into their possession in 
such real estate loans, stocks, bonds, and 
securities as come within the classes above 
set out, which they may deem desirable and 
suitable for the investment of trust funds, 
without said TRUSTEES being restricted 
to a class of investments which a trustee is 
or may be otherwise permitted by law to 
make. I recognize, however, that due to 
changed conditions other classes of invest- 
ments, not mentioned above, may come to 
be regarded by investors as being equally 
as desirable as the classes of investments 
named above. In such event I authorize 
said TRUSTEES to also invest in other 
classes of securities or property not men- 
tioned above, provided that in the opinion 
of said TRUSTEES such other classes of 
securities or property are at the time of 
investment as well regarded by investors 
generally as any one or more of the above 
classes of investments are now regarded by 
investors. 


Note: This clause integrates with No: 87 
and is intended to meet the objection that 
a specified list is not sufficiently flexible. 


Investments—reliance on published state- 
ments No. M 90 


Said TRUSTEES, in making invest- 
ments, may rely within reason upon the 
authoritatively published statements of the 
earnings and financial condition of corpora- 
tions as to facts commonly given in such 
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statements, provided, however, that such 
corporations be listed on the New York Stock 
Exchange at the time of such publication. 

In referring to the New York Stock Ex- 
change, the reference shall mean as well 
any exchange or exchanges which may con- 
stitute, in the eyes of the investing public, 
the successor of said New York Stock Ex- 
change as now existing, or as hereafter con- 
stituted. 


Investments—retention No. M 91 


The requirements set out herein for in- 
vestments refer to the time of acquisition 
thereof. Said TRUSTEES may continue to 
hold investments which I may own at the 
time of my death or which, although they 
comply with the requirements hereof when 
acquired, after their acquisition fail to 
meet said requirements herein specified. 


Voting rights ete. No. M 92 


Said TRUSTEES shall have power to ex- 
ercise all voting, option, subscription, reor- 
ganization, consolidation, merger and liqui- 
dation rights, and all other rights or privi- 
leges of whatsoever nature incident, ap- 
purtenant, or pertaining to securities, and 
to grant proxies discretionary or otherwise, 
for the authorization or exercise thereof, 
and in connection therewith, to enter into 
any covenant or agreement binding the 
Trust Estate in said connection. They may 
purchase any new securities issued as a re- 
sult of, or in connection with, any such act, 
although they would not otherwise be au- 
thorized investments hereunder. 


Power to consent to reorganization 
No. M 93 


Should any corporation, in which the 
Trust Estate holds stock or other securities, 
at any time offer or propose to reorganize, 


KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway, N. Y. 1 


SALES at PUBLIC AUCTION for ESTATES 
APPRAISAL FOR TAX AND OTHER PURPOSES 
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The Kende Galleries offer unparalled facilities for 
selling estates. Cash advances on properties for 
estates in need of administration expenses or taxes 
will be made. All sales are given unusually large 
coverage in newspapers and magazines. Write or 
phone for information about the additional advan- 
tages offered by the Kende Galleries, PE 6-5185. 
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or to consolidate or merge with another 
corporation or corporations, or offer ex- 
change of its shares for shares of a holding 
company, or change its organization from 
organization under the laws of one state to 
organization under those of another, or to 
organization under Federal Statutes, or in 
any manner alter, change, enlarge, curtail 
or amend its charter powers, or its finan- 
cial structure, or change the amount or the 
classes or par value of its capital stock, or 
change, in whole or in part, from stock hav- 
ing par value to stock having no par value, 
or vice versa, then, in any such event, the 
Trust Estate, through its TRUSTEES, may 
exercise any choice, option, right or privi- 
lege, by way of vote, subscription, ex- 
change, or by the exercise of any other 
rights or privileges extended to the stock- 
holders or other security holders of such 
corporation to participate to such extent as 
said TRUSTEES may deem advantageous 
to the Trust Estate in the formation of 
any corporation or corporations, holding 
company, or what is commonly known as a 
Massachusetts Trust, or other trust organ- 
ization or organizations that may result 
from any of the various steps, changes, ex- 
changes or reorganizations, above enumer- 
ated, and the authority hereby conferred 
may be exercised without regard to the fact 
that any securities or property received 
would not fall within any of the classes of 
property which said TRUSTEES are here- 
in authorized to purchase. 


Reorganization—broad construction 
No. M 94 


Inasmuch as it is the intention hereby to 
confer upon said TRUSTEES, in all of the 
contingencies above enumerated, the fullest 
power to conserve the interests of the Trust 
Estate, and to save to it any value or ad- 
vantage that may become available to 
shareholders, or part owners, or other se- 
curity holders, of such corporations or cor- 
porate properties, as fully and effectually 
as I might do in my own right, if I were 
living and the owner of such shares of 
stock or interest in corporate properties, 
the foregoing provisions shall be given the 
broadest and most liberal construction pos- 
sible, in order to enable said TRUSTEES 
in each particular case fully to achieve that 
end. 


What deemed corpus upon reorganization 
No. M 95 


Any cash, rights, privileges or property 





other than the usual or customary divi- 
dends, paid out of earnings that may, as an 
incident to any of the foregoing dissolu- 
tions, mergers, reorganizations, or other 
changes, come into the hands of the TRUS- 
TEES, shall be deemed corpus of the Trust 
Estate and not income. 


Investment—not confined to “legal” invest- 
ments No. M 96 


It is my intention to grant to said TRUS- 
TEES full power to invest and reinvest 
money coming into their possession in such 
real estate loans, stocks, bonds and securi- 
ties as come within the classes above set 
out, which they may deem desirable and 
suitable for the investment of the trust 
funds without said TRUSTEES being re- 
stricted to a class of investments which a 
trustee is or may be otherwise permitted 
by law to make. 


Class N. Powers of Trustees — Incidental 


Introductory to Trustee’s powers No. N 97 


Said TRUSTEES shall take possession 
of, hold, manage and control said trust 
property, and shall collect all rents, income, 
issues, and profits thereof, as I might do if 
living. Said TRUSTEES shall also have 
such other powers, duties and immunities 
as are hereinbelow set out. 


Note: Phrase “as I might do if living” 
has been criticized by some authorities, but 
is not objectionable in some States, like 
Missouri. 


Powers with respect to real estate No. N 98 


Should said Trust at any time contain 
any real estate, the said TRUSTEES shall 
have power to rent said real estate, includ- 
ing the power, where circumstances reason- 
ably require it (as to which said TRUS- 
TEES shall be the sole judge), to make 
leases to commence not more than one year 
in the future and for terms which may 
exceed the duration of said Trust, but not 
for more than ninety-nine years. 

Said TRUSTEES may alter, reconstruct, 
or wreck and remove improvements of real 
estate, and may build new improvements. 


Use of realty and consumption of personal 
property No. N 99 


In the event that said trust contains any 
real estate suitable for occupancy or any 
personal property suitable for personal use 
by one or more of my said three children, 
including such children or child as may 
have attained the age of twenty-three (23) 
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years, then during the pendency of said 
trust said TRUSTEES may, in their discre- 
tion, permit such occupancy or use, without 
charge, (even if the use of personal prop- 
erty results in consuming the same) by 
said child or children of mine, in such man- 
ner as may from time to time in the opinion 
of said TRUSTEES best serve their respec- 
tive needs, without the necessity of turning 
said property into cash or gaining an in- 
come therefrom. 


Trustees’ power of sale No. N 100 


Said TRUSTEES shall have power at any 
time, either by public offering or private 
negotiations, and from time to time, and 
for such price and on such terms and with 
such security for deferred payment as to 
them may seem reasonable, to sell, exchange, 
pledge, mortgage, assign, transfer, or oth- 
erwise dispose of, any part or all of any 
personal property, and any part or all of 
any real property belonging to the Trust, 
for any one or more of the following pur- 
poses, to wit: (1) To make payments out of 
corpus where authorized by this Will; (2) 
To change the investment; (3) To raise 
money to pay any taxes, assessments, judg- 
ments, liens or benefits at any time im- 
posed by or in accordance with law upon 
any of the real or personal property belong- 
ing to said Trust; (4) To raise money 
where necessary or convenient in carrying 
out any purpose of the Trust. The purchas- 
ers or other disposees of such property shall 
not be concerned with the application by 
said TRUSTEES of the proceeds of such 
transactions. 
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Note: Consider whether power to mort- 
gage or pledge should be eliminated. Power 
to grant options was intentionally omitted. 
In some jurisdictions power of private sale 
of personal property is void. 


No. N 101 


In exercising the powers of sale herein- 
above described, my EXECUTORS and the 
TRUSTEES of said Trust shall have au- 
thority to sell to the TRUSTEES of any 
Life Insurance Trust which I may have 
created during my lifetime, whether before 
or after the execution of this Will, or to 
my wife or my son, any asset of my estate, 
or of said Trust, as the case may be. Such 
sales may be upon such terms and condi- 
tions, and with such security for deferred 
payments, or with no security, and for such 
price as said EXECUTORS or TRUSTEES 
may, in their discretion, determine, and 
such discretion may be exercised regardless 
of the fact that one or more of the EXEC- 
UTORS or TRUSTEES so exercising such 
discretion may be the same person who is 
at said time serving as a TRUSTEE or CO- 
TRUSTEE of such Life Insurance Trust, 
or who is individually the purchaser. 

In like manner, TRUSTEES of the Trust 
created by this Will shall have authority to 
purchase from any such Life Insurance 
Trust, or from my wife or my son, assets 
owned by said Life Insurance Trust, or by 
my wife or my son, whether or not they are 
of a character which said TRUSTEES 
would otherwise be authorized to purchase, 
and, in such event, said TRUSTEES, in 
making such purchase, shall have the same 
discretion to fix the price, terms and con- 
ditions of said sale, and security for de- 
ferred payments, as above mentioned in 
the case of a sale from said TRUSTEES to 
said Life Insurance Trust, or to my wife or 
my son, and the said discretion may also be 
exercised by said TRUSTEES in making 
said purchase regardless of the fact that 
one or more of said TRUSTEES may be 
at the same time acting as TRUSTEE or 
a CO-TRUSTEE of said Life Insurance 
Trust, or shall be individually the seller. 


Sale to other trusts, ete. 
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Note: The discretion to fix the price may 
result in the two trusts being considered as 
one. If this is objectionable for estate tax 
purposes, as where the life insurance is 
exempt, then the sale should be required to 
be at the market price. 


Power to remove situs of trust No. N 102 


Said TRUSTEES may at any time, and 
from time to time, remove the place of ad- 
ministration of this Trust estate, or any 
part or all of the personal property belong- 
ing to the Trust estate, to any place in the 
United States, provided that, in the case of 
the Trust hereby established for my moth- 
er, my mother shall first consent to such re- 
moval, and that, in the case of any other 
Trust created hereby, a majority of the sur- 
vivors of the class consisting of my said 
nieces shall first consent to such removal. 


Removal of situs and keeping securities 


away from situs No. N 103 

This Trust shall always be administered 
xe , state of a 
or in the ________. of _., State of 


as said TRUSTEES may from time to time 
elect. The Courts of the place where the 
Trust is being administered shall have jur- 
isdiction thereof. Regardless of the fore- 
going the TRUSTEES shall have power and 
are hereby authorized to keep all or any 
part of the assets of the Trust, from time 
to time, either in the _....__. of __ , or 
the _. _ of Sl, EE 
in any other place in the United States, as 
to them may seem advisable or convenient. 


Removal of trust situs—another form 
No. N 104 


The TRUSTEES of said Trust may from 
time to time remove any part or all of the 
assets of the Trust Estate to any other city 
or state within the United States, for safe- 
keeping or for any other purpose deemed 
by said TRUSTEES to be for the advan- 
tage of the Trust, and the Trust may as 
often as said TRUSTEES deem it wise be 
removed from the city in which it is then 
being administered entirely to, and it 
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shall thereafter be administered in, any 
other city or state of the United States if 
said TRUSTEES deem it advisable. 


Note: Use only where adverse tax laws 
are feared. 


Clerks and travel. expense No. N 105 


My EXECUTORS and TRUSTEES shall 
also be allowed ‘o employ clerical and other 
assistance and to travel where necessary 
for the estate cr Trust, and the expense of 
such assistance or travel shall be proper ex- 
penses of such estate or Trust in addition 
to the compensation herein provided for 
said EXECUTORS and TRUSTEES. 


Note: This clause is not ordinarily needed. 


No. N 106 


Subject to the provisions hereof, said 
TRUSTEES are authorized to determine 
whether any money or other property com- 
ing into their hands is part of the principal 
of the Trust Estate, or income therefrom, 
and to apportion between principal and in- 
come any loss or expenditures which, in 
their opinion, should be apportioned, and 
as to them may seem just and equitable, and 
any such determinations as between corpus 
and income so made by said TRUSTEES in 
good faith shall be conclusive and binding 
upon all beneficiaries or other persons in- 
terested in said Trust Estate. 


Trustees to determine income 


Power to litigate and settle No. N 107 


Said TRUSTEES shall have full power in 
their discretion to litigate, compromise, ad- 
just and settle all claims arising out of or 
in connection with the trust property. 


No. N 108 


Said TRUSTEES shall have power to ex- 
ercise all voting and other rights of whatso- 
ever nature pertaining to securities, and to 
grant proxies, discretionary or otherwise, 
in respect thereof. 


Granting proxies 


Powers of trustees of all trusts No. N 109 


In order to avoid repetition, I shall set 
out below provisions which shall be separ- 


ately applicable to each Trust created by 
this Will, just as if they had been individu- 
ally set out and copied herein in connection 
with each Trust. 

The following powers shall apply to each 
Trust in my Will, to wit: 


Powers of Trustees of all Trusts—another 
form No. N 110 


The following powers shall apply respec- 
tively to each Trust in my Will, just as if 
separately repeated in connection there- 
with to wit: 


Extending provisions to all trusts in will 
No. N 111 


The provisions of this Clause — 
shall apply separately to any Trust created 
by or pursuant to this Will (including an 
exercise of a power of appointment hereby). 


Extending clauses to all trusts—another 
form No. N 112 


All clauses in this Will concerning the 
rights, duties, privileges, powers and pro- 
tections of said TRUSTEES, are intended 
to apply to all of the funds with which any 
of said TRUSTEES are concerned. For ex- 
ample, said clauses, which govern the main 
fund of said TRUSTEES, apply also to the 
income separately accumulated for minor 
beneficiaries as herein provided. 


Cross reference to general clause for pow- 
ers of Trustees No. N 113 


Such TRUSTEES shall have such other 
powers, duties and immunities as are in 
this Will set out as the powers, duties and 
immunities of all trustees under trusts cre- 
ated by this Will. 


(To be continued) 


0 


After June 19, Kentucky will have a Com- 
missioner of Banking and Department of Bank- 
ing separate from the present Department of 
Business Relations, under a recent law spon- 
sored by the Kentucky Bankers Association. 
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INSURANCE OPTIONS FOR TRUSTEES 


Greater Liberality in Company Practices Urged for 
Beneficiaries’ Interests 


WILLIAM C. FENNIMAN 


Trust Officer, Phoenix State Bank and Trust Company, Hartford, Connecticut, 
Director and Past President, Connecticut Life Insurance and Trust Council 


HE right of trustees, particularly corp- 

orate trustees, to elect settlement op- 
tions specified in life insurance contracts is 
particularly important at this time. Both 
life underwriters and trustmen realize that 
each estate asset must be carefully consid- 
ered as to its income potential and thereaft- 
er assembled into a complete program de- 
signed to provide the family with the great- 
est possible income commensurate with 
safety, flexibility and economy. 


There should be no competition between 
life insurance companies and _ corporate 
trustees. The Life Insurance Trust is but 
another option available to the insured and 
primarily designed to provide flexibility in 
the administration of the proceeds. There 
appears to be no valid reason why a trustee, 
corporate or otherwise, should not be nom- 
inated by the insured to effect this flexibili- 
ty by authorizing the selection of contract 
options which the insured would have elect- 
ed were he alive and able to decide after a 
review of the existing circumstances. The 
time has come for the life insurance com- 
panies and the trust companies to work to- 
gether for the ultimate good of the general 
public rather than for the selfish benefit of 
any individual bank or insurance company. 
This may imply a serious accusation but 
good public relations makes it imperative 
to review the problem in its true light and 
strive toward a sound solution. 


Box Score of Company Practices 


REVIEW of sixty-seven companies’ 

practices (see table on page 578) indi- 
cates that only nineteen will permit trus- 
tees to exercise contract options without 
qualification. An additional thirteen may 
permit such an election under certain cir- 
cumstances. Twenty-seven companies ap- 
parently do not recognize trustees as hav- 
ing any authority while another eight do 
not permit trustees an election but may un- 
der certain circumstances make exceptions. 


This vividly illustrates the chaos which ex- 
ists and demonstrates that counsel for the 
respective companies disagree in all prob- 
ability with respect to both the law and ex- 
pediency. 

There is the further problem that al- 
though an insurance company may permit a 
trustee beneficiary to elect options under a 
given contract, the law of the particular 
jurisdiction where the trustee is located 
may not give him that right. Presumably 
the “Prudent Man” rule of trust invest- 
ment confers the privilege upon a trustee 
to elect but it is not at all certain that a 
particular probate court would accept a giv- 
en trustee’s account without further clari- 
fication of this whole problem. 


Gilbert T. Stephenson, Director of the 
Trust Research Department of the Ameri- 


LIFE INSURANCE EARNING 
RATE AT NEW LOW IN ‘45 


42 43 44 1945 
INSTITUTE OF LIFE INSURANCE 


1939 40 41 
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ARE SETTLEMENT OPTIONS AVAILABLE FOR ELECTION BY A TRUSTEE? 


(Answers based upon Flitcraft Settlement Options, 1945 Edition; Records of Alfred M. 
Best Company, 1945; and replies of insurance companies. See The Trust Bulletin — Oct., 


1945, page 16.) 


Company 


Acacia Mutual 

Aetna Life 

Alliance 

American National 
American United 
Atlantic Life 

Bankers Life, Iowa 
Bankers Life, Neb. ____. xX 
Berkshire Life 

Cal. - Western States _ xX 
Central of Iowa 
Columbian National __ 
Connecticut General __ 
Connecticut Mutual __ 
Continental American 
Continental Assurance 
Country Life ___ 
Equitable Life, N. Y. 
Equitable Life, Iowa _ 
Federal - ; 
Fidelity Mutual - 

Franklin Life 
General American ______. 
Great Southern _._- 
Great-West. Life 
Guardian Life _....._ 
Home Life, N. Y. 
Jefferson Standard __. 
John Hancock _..._. 
Kansas City Life... X 
Life and Casualty _... X 
Life of Virginia _ i 
Lincoln National... X 
Manhattan Life... X 


1Jf trustee is an individual. 


Yes, 
with 
Excep- 
tions No 


axe 


axe MOM 


No, 
w ith 
Excep- 
tions 


x2 


x3 


2Best says Yes, under certain conditions. 
8There may be a few exceptions; Best says 


Yes, under certain conditions. 


4By company consent. 


5By a corporate trustee within certain limits. 


(=) 


Company 


Manufacturers 

Mass. Mutual 
Metropolitan 

Minn. Mutual 

Mutual Benefit 

Mutual Life, N. Y. 
Mutual Savings 

Mutual Trust 

Nat’l Life & Accident _ 
Nat’] of Vermont 

New England Mutual _ 
New York Life 
Northwestern Mutual X 
Northwestern National 
Occidental, Calif. 
Ohio National _....___ 
Pacific Mutual _______ 
Pan-American _...- 
Pean Mutual... 
Phoenix Mutual 
Provident Mutual ___ 
Prudential 

Reliance Life 
Southland Life 
Southwestern Life 
Standard of Indiana __ X 
State Life, Indiana - 
State Mutual _.....___..__. 
Travelers 

Union Central dads 
Union Mutual, Maine - xX 
United Benefit - cs 
Western & Southern _  * 


Mr OM 


ms 


Xx 
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6Income period not more than 30 years. 
7Except by individual trustee during minor- 


ity of beneficiary. 


8There may be a few exceptions. 
9Income period not more than 21 years. 


10Individual consideration. 
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can Bankers Association, asserts that, even 
in those States permitting trustees to exer- 
cise options, and assuming the particular 
life insurance company grants the privilege, 
it is still desirable to have the insured pro- 
vide the specific authority in his will or 
trust. 


Service the Keynote 


MONG a trustee’s many duties, the fol- 
lowing are pertinent here: 


1. To administer the trust 
2. To exercise reasonable care and skill 


3. To preserve the trust property and 
make it productive 


4. To be loyal to the trust 


5. To deal impartially as between benefi- 
ciaries. 

These duties indicate in some measure 
the responsibility of a trustee in dealing 
with the property of others. While it is a 
trustee’s duty to obtain the utmost from 
any given asset—including insurance—it is 
believed that the crux of this problem is to 
be found in the belief, on the part of some 
insurance companies, that a corporate trus- 
tee would take advantage under present 
conditions of the guaranteed interest re- 
turn to which the companies are committed 
under a great many outstanding contracts; 
or, to put it another way, the exercise of op- 
tions by trustees would result in selection 
against the company. 


I submit that both banks and life insur- 
ance companies are quasi-public institu- 
tions whose reason for existence is based 
upon service. Obviously, our business 
should be profitable but discrimination 
against trustees, who are under the highest 
duties to their beneficiaries, deprives those 
beneficiaries of flexibility and personal ad- 
ministration which the very nature of con- 
tract provisions makes impossible. 


Reasons for Option Privilege 


HERE an individual is the benefici- 
ary of insurance, there are at least 
three possibilities: 

1. He will take the proceeds in cash. 

2. He is more likely to withdraw princi- 
pal. 

3. He may elect an installment option. 
All of the foregoing decreases the insurance 
company’s liability. On the other hand, 
there are valid reasons why options should 
be available to trustees. 
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1. Cash may be needed for estate taxes 
within twelve or fifteen months after death. 
This is a short period and the interest op- 
tion with proceeds payable automatically 
at the end of this time need impose no sub- 
stantial hardship on the insurance company. 

2. A great majority of trusts are unlike- 
ly to continue for more than fifteen years, 
according to available statistics, and either 
an interest or installment option would not 
seem to be an _ unreasonable selection 
against the company under these circum- 
stances. 


3. Many elderly people. need fixed in- 
comes, such as an annuity, with the flexibil- 
ity of personal administration. 


4. Innumerable minors need the benefits 
of a professional guardian until they be- 
come of age. 


It is well recognized that the adminis- 
tration of small trusts is extremely difficult 
but with cooperation by the life insurance 
companies it is possible to benefit our mu- 
tual customers by providing a guaranteed 
number of payments, which is a function of 
an insurance company, and the general ad- 





Executors 


on whom rest the respcnsibility 


of disposing of jewelry and 
precious objects for estates, can 
have full trust in offers made 
for purchase of single items or 
lots, with the assurance that all 
information will be held in 


strictest confidence by 


HAMMER GALLERIES 


682 Fifth Ave. * New York 19 
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ministration of any additional funds, which 
is the role of the trust company. 


Other examples could easily be cited, but 
these serve to illustrate the need beyond the 
mere shifting of the investment burden. 


Needed: A “Statement of Principles” 


N the last analysis the experienced trus- 

tee who has personal contact with the 
beneficiaries is but the representative of 
the insured and has no authority to enlarge 
the benefits already available to the natural 
beneficiary under the contracts. 


Trustees must appreciate the insurance 
companies’ problem and aid them to find 
a common ground for cooperation. It is ap- 
parent that insurance companies face seri- 
ous difficulty if trustees merely elect the in- 
terest option for long periods of time while 
reserving the right to the proceeds on de- 
mand. Virtually every company would find 
it impossible to earn its interest commit- 
ment and still have the funds available as 
cash at any given moment. 


For some years trust companies have 
subscribed to “A Statement of Principles” 
as a guide in their dealings with the pub- 
lic. Sec. III of Article VII states: “Life un- 
derwriters also constitute a group having a 
community of interest with trust institu- 
tions in the common purpose of public serv- 
ice. Cooperation between trust institutions 
and life underwriters is productive of the 
best mutual service to the public.” 


It would appear that the time is now ripe 
for “A Statement of Principles” between 
the Life Insurance Companies and the 
Trust Companies wherein some standards 
concerning the election of options would be 
established that would be acceptable to both. 


For example, trustees might agree not to 
demand proceeds without a ninety-day no- 
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tice or to take more than one-quarter of the 
proceeds within any given time, nor to leave 
the proceeds at interest for longer than the 
life of the primary beneficiary or fifteen 
years, whichever is the shorter period. 


The question of fees for services ren- 
dered could well be considered since, to the 
extent that the trustee is relieved of the in- 
vestment responsibility, its work may be 
somewhat curtailed. 


A Suggested Program 


O implement this proposal, the follow- 
ing suggestions are made:— 


That research on this entire subject be 
conducted through the Graduate School of 
Banking of the American Bankers Associa- 
tion and that some of the students write 
theses theron; 


that the Trust Division of the American 
Bankers Association, through its Commit- 
tee on Relations with Life Underwriters, 
make the approach to the life insurance 
companies; 


that the Life Insurance Agency Manage- 
ment Association or the Life Insurance As- 
sociation of America become interested par- 
ticularly from the Public Relations view- 
point; 

that the Conference on Uniform State 
Laws of the American Bar Association 
could be of inestimable help in overcoming 
the hurdle of contrary state legislation. 


Life underwriters and trustmen are both 
concerned with the process of estate crea- 
tion, conservation and administration for 
the same customers. The problem discussed 
here is one of the most important under 
present economic conditions and merits 
study preparatory to mutual understanding. 


STATEWIDE 


40 strategically located banking offices in the State of 
Washington enable customers to utilize fully 
our Trust facilities. 


SEATTLE-FIRST NATIONAL BANK 


“The Largest of Many Excellent Banks in the Northwest’ 


Member F.D.I.C. 








JEEPS 


to South America 





These Jeeps, on their way to Colombia, are the first large commercial 
shipment to be made since the end of the war. 


Central Hanover’s Foreign Department brought the South American 
distributor and American manufacturer together—and Central Hanover’s 
Letter of Credit financed the shipment. 


Whether your interest is in exports or imports, you will find at this 
Bank every facility for handling your foreign trade transactions in any 


part of the world. 


We welcome inquiries about your specific problems in the foreign field. 


CENTRAL HANOVER 
BANK AND TRUST COMPANY 


NEW YORK 
London Branch .. . 7, Princes Street, E. C. 2 





Member Federal Deposit Insurance Corporation 
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Insurance in Estate Planning 


Income tax deduction for reasonable 
amounts of life insurance premiums paid and 
estate tax exemption for reasonable amounts 
of life insurance used to pay estate taxes, were 
suggested by Mayo Adams Shattuck, Boston 
attorney and authority on trusts and estates, 
speaking before the Sixth Annual Seminar of 
the New York Chapter, Chartered Life Under- 
writers. 


“Life insurance is today in a more difficult 
position than that occupied by other personal 
property,” Mr. Shattuck said. “It is now the 
law that a man can’t even give away a life 
insurance policy, even though he pays a gift 
tax upon the transaction, with assurance that 
the property given away will not be taxable 
again to his estate. 

“You can’t do for life insurance, in other 
words, what you could do for any other con- 
tract right. The person who inherited a very 
considerable amount of property can keep it 
and realize profits upon it and use those profits 
for the payment of current expenses at a rela- 
tively low bracket of taxation, but the average 
man who is attempting to build out of his own 
efforts any kind of modest family protection 
fund is under a constant handicap because of 
the way income surtaxes operate. 


Has your client 
considered the 
Tax Angle? 


Is he considering 
a Trust? 


Have Y OU considered 
BOGERT on TRUSTS? 


Covers the entire field, 
including Taxation, 
Property Statutes and 
Investment Laws 
of all states. 


7 VOLUMES 


with modern 
Pocket Part 
Supplementation 


VERNON LAW BOOK CO. 
KANSAS CITY 13, MISSOURI 


WEST PUBLISHING CO. 
ST. PAUL 2, MINNESOTA 
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“What would be wrong with giving a man 
who can build only a very modest estate out of 
his earnings a reasonable deduction for life 
insurance premiums paid, if they are in fact 
devoted to the protection of his surviving fam- 
ily? What would be wrong with the granting 
of some reasonable exemption to life insurance 
proceeds which are in fact used to pay estate 


‘taxes? A sound national policy would be to 


encourage the young men of each generation 
to build a reasonable protective fund for his 
own dependents and to give him a premium for 
arranging his affairs so that Uncle Sam’s col- 
lection burdens would be lightened. The best 
way and in many cases the only way to pro- 
vide a modest estate without gambling and 
without taking an inordinate time away from 
one’s profession or job is by the regular, 
steady and intelligent purchase of insurance. 
There is reason, therefore, to ask for a kindly 
and considerate viewpoint upon insurance from 
the government.” 


One of the most important estate planning 
devices which has come into its fullest use only 
within the past ten or fifteen years is the 
revocable trust, according to Mr. Shattuck: 


“It can be used in many forms, with or with- 
out insurance, and it may have the advantage, 
depending on local law, of protecting the prop- 
erty placed in the revocable trust from the 
claims of future creditors of the transferor. It 
is particularly useful in the case of elderly 
people, or in the case of persons departing 
from the country on war or on business, be- 
cause it has the virtue of standing on its own 
feet and is not subject, as in the ordinary 
power of attorney, to automatic revocation by 
death. The revocable trust gives economy, 
speed and efficiency. It never goes through the 
probate court, thus giving privacy. The man 
who sets up such a trust obtains experience 
with the team who are going to manage his 
affairs after his death. He has personal pro- 
tection if he becomes sick or incapacitated.” 


The primary goal of estate planning has 
come to be recognized as not the lessening of 
the burden of taxes, but as the provision of 
the dollars with which taxes must be paid, Mr. 
Shattuck concluded. 


New Life Insurance Up 


New life insurance purchases in the United 
States in March were 41% higher than in the 
corresponding month of last year and nearly 
double the total of March in pre-war 1941, it 
was reported by the Life Insurance Agency 
Management Association of Hartford, Con- 
necticut. Total purchases in March were $1,826,- 
315,000, compared with $1,292,337,000 in March 
of last year and $951,844,000 in March, 1941. 
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HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


CHARITABLE FOUNDATION FOR 
BUSINESS INTERESTS 


N the absence of availability of cash to 

meet taxes as well as other obligations 
and expenses, the assets of an estate may 
be subjected to forced liquidation at dis- 
tress prices. Such destruction of intrinsic 
values may cause the estate to become in- 
solvent. This problem is aggravated in 
cases where a large part of the estate is 
represented by stock in a closely held cor- 
poration. 

In such cases, the usual estate liquidation 
plan calls for the carrying of life insurance 
to supply tax money or to finance the pur- 
chase of the decedent’s stock by surviving 
stockholders. These two remedies, however, 
for one or more reasons are not always 
workable. Under today’s high personal in- 
come tax rates, there may be a stringency 
of cash for the personal funding of these 
commitments. It is extremely difficult to 


effect this type of remedy in the event the 
decedent owned all or most of the outstand- 
ing stock in the corporation. 


One of the modern mechanisms for solv- 
ing this situation is the charitable founda- 
tion. In addition to the good works accom- 
plished by such an organization, it can also 
serve as a ready market for stock in a close- 
ly held business enterprise owned by its 
benefactor. The individual can today estab- 
lish a charitable foundation which will qual- 
ify for tax exemption under the Federal 
Internal Revenue Code. Its purposes should 
be as broad as possible so that they may be 
kept attuned to changing times and condi- 
tions. 


These purposes can be of an educational, 
scientific, charitable, or religious nature. 
Funds can be distributed by the Foundation 
directly or by making grants to other qual- 
ifying organizations. The donor and his 
wife may act as the initial trustees of the 
Foundation, together with such others as 
they may select. A bank or trust company 
can be appointed to supervise investments 
and maintain financial records. 

This column is copyrighted by H. S. 

Koster & Co., and is not to be reprinted or 

quoted without permission. 


If an individual desires some part of his 
estate ultimately to be used for charitable 
purposes, the immediate establishment of 
a Foundation will allow him to test and 
perfect its operations while he is living. 
Current contributions to the Foundation 
up to 15% of his adjusted gross income each 
year are deductible for income tax pur- 
poses. If, for instance, the top portion of 
the individual’s taxable income is in the 
70% tax bracket, each dollar he currently 
transfers to the Foundation costs him only 
30c. In addition, if he makes a bequest to 
the Foundation, effective upon the subse- 
quent death of his wife, she to receive the 
income during her life, the value of such 
bequest as of the time of his death is deduct- 
ible for estate tax purposes. This will mean 
a lower estate tax, thus increasing the 
amount to be held in trust for the benefit of 
his wife. 

To return to the idea of using the Foun- 
dation as a market for the stock. Out of the 
contributions made by the grantor each 
year, the Foundation could pay premiums 
for insurance which it will take out and 
own on the life of the grantor, and payable 
to the Foundation. Upon his death the 
Foundation would be provided with imme- 
diate cash which could be used to purchase 
all or part of the stock at a price fair to 
both the Foundation and the decedent’s es- 
tate. The estate would thus have available 
the necessary cash with which to pay estate 
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obligations without being forced to liqui- 
date assets at a sacrifice price. 


The financial position of the Foundation 
would be enhanced through receipt of the 
life insurance proceeds and subsequent in- 
vestment in a successful business enter- 
prise. Furthermore, during the lifetime of 
the grantor, he will have an opportunity to 
organize the work of the Foundation so 
that it will function in a manner to produce 
the most satisfactory results. All this is ac- 
complished at a nominal cost to benefactor 
and family through the use of tax exempt 
dollars. 


‘A variation of the foregoing plan would 
involve the sale of a non-voting preferred 
security to the Foundation instead of com- 
mon stock, with voting rights. This could 
be very useful where it is desired to place 
the Foundation in the position of a pre- 
ferred investor in the business and retain 
the voting stock for surviving members of 
the family or surviving stockholders. Care- 
ful planning of these matters can result in 
furthering the interests of true charitable 
operations and conserving private family 
fortunes. 
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REVIEW OF PENSION PLANS 


ANY pension systems were estab- 

lished during the war era of swollen 
profits and high tax rates, some in haste to 
get in under the wire for tax deductions. It 
is essential, therefore, that such plans be 
carefully reviewed to keep their net cost, 
objectives and benefits attuned to the cor- 
porate purse and purposes. Some of the 
points to be considered are: 

(1) High pension formula results in 
heavy annual fixed-dollar commitment on 
the employer in bad years as well as good. 

(2) Profits of the corporation not al- 
lowed to govern ultimate size of established 
benefits. 

(3) Eligibility rules that cause extra 
costs and excessive benefits. 

(4) Over-emphasis on retirement pen- 
sions to detriment of adequate benefits at 
prior death, disability, and unemployment. 


(5) Limitations that result in allowable 
discrimination against employees in high- 
est salary brackets. 

(6) Size of employee contributions that 
result in undercover dissatisfaction. 

(7) Deferment and limitation of benefits 
that do not generate employee incentive 
and good will. 

(8) Investment restrictions and vehicles 
that are at variance with purposes of plan. 

(9) Funding discounts that may be safe 
for large plans may be dangerous in small 
cases. 

(10) Vesting provisions that result in 
excessive costs or inadequate benefit cov- 
erage. 

(11) Borderline tax approval that may 
be withdrawn unless plan is amended to 
more clearly conform. 

(12) Administration by life insurance 
company and/or trust company as opposed 
to self-administered plan under individual 
trustees. 


INVESTMENT FACTORS OF SINGLE 
PREMIUM LIFE INSURANCE 
POLICY 


RESENTED herewith are the results 

of a ten-year investment analysis of a 
single premium life insurance policy taken 
out at age 46. Although rates, reserves and 
dividends may vary from company to com- 
pany, the results shown are indicative of 
the basic investment merits of the paid up 
life insurance policy. 





1. Capital Accounts Upon Issuance of 
Policy 


An investment of $100,112 at age 46 pur- Georgia's 
chases a combined capital account insur- 


ance policy in face amount of $175,500. Largest Fiduciary 


A. Current’ Capital Account — 89%% 
($89,283) of the amount invested be- 
comes the immediate cash reserve in 
the policy, earning guaranteed inter- 
est plus dividends as declared. 


B. Estate Capital Account—10%% ($10,- 
829) of the amount invested covers 
the single premium cost of insurance 
at risk. This insurance at risk sup- 
plies the appreciation in estate capi- State-wide service through 
tal at death of insured. affiliated banks in Augusta, 


Rome 
2. Average Annual Investment Return to Columbus, Macon, Rome, 


Investor on Cash Reserve of $89,283 Savannah 


A. Income yield available in Cash— 


Interest earnings allocated TRUST COMPANY 


to reserve account! 1.9% 
Estimated dividends 5% OF GEORGIA 
Net Tax-Free Cash ATLANTA, GA. 


Income to Investor 49 MEMBER FEDERAL DEPOSIT INSURANCE CORP, 
3. Interest earnings paying cost 
of insurance 





Total Investment Return 


4. Other Investment Advantages 


. Appreciation in Estate Capital A. Irrevocable option on future life an- 


S¢ Theat Qovues nuities at favorable rates. 
5th Year 10th Year B. Utility through use as collateral se- 
Insurance at curity for loans. 
risk $79,230 $69,688 . No fixed (forced) maturity date pre- 
Investor’s single senting reinvestment and tax prob- 
deposit to cover lems. 


cost of insurance . Guaranteed fixed dollars to balance 
at risk 10,829 10,829 equity investments of insured. 


Total interest allo- . Cash granted at death for estate taxes 
cated to cover cost and obligations. 


a 5.061 10.808 . Insurance at risk may more than cov- 
= ' ’ er estate tax on capital invested. 


Total Cost of 1Such interest earnings are stated to be 
Insurance at available in cash to the investor because 
Risk _ $15,890 $21,637 as his capital reserve account in the policy 

Percentage of insur- increases each year, it is permissible for 
ance cost paid by him to spend an equivalent amount of his 
investor ; 68.1% 50.0% outside capital and still leave intact his 

Percentage of insur- total combined capital. 
ance cost paid by in- “Not subject to current income tax. 

ie y 3After recapturing in full the amount in- 
terest earnings 31.9% 50.0% vested plus interest, this capital apprecia- 

Net Appreciation in 


. tion, when realized, is not subject to income 
Estate Capital* _. $63,340 $48,051 or capital gains tax, 
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INVEST IN SOCIAL CHANGE 


Common Stock Levels and Purchasing Power Increase 


JOHN KALB 
Partner, Lewisohn & Co., New York 


LTHOUGH some trust companies are 
buying the low coupon “money-rate” 
corporates, accepting their low return as 
inevitable, the greater inclination is to 
avoid them. There seems to be a unanim- 
ous approval of “G” bonds up to the limits 
prescribed by law. 


Some trustees are limiting all common 
stocks to the leaders in each field—e.g. 
Sears Roebuck or Montgomery Ward in the 
retail field—General Motors and Chrysler 
in the motors—General Electric and West- 
inghouse in electrical equipment. For in- 
come, but admittedly limited growth pros- 
pects—American Telephone, Allied Chemi- 
cal and such are acceptable. But some 
new names are showing up on the roster— 
Paraffin Companies in the building group 
—Mead Johnson, in dietary drugs, and re- 
search is revealing the attractive dollar 
value of McKesson & Robbins, North Amer- 
ican and similar issues. 


Naturally there is more and more con- 
cern over the relative value of stocks as they 
continue to rise without serious reaction 
from the extreme lows of 1942. In the first 
section of chart I is plotted the Dow-Jones 
price index and dividend payments in dol- 
lars, on 600 stocks. The significant point is 
that the major progressions of the dollar 
dividend line are smoother than the line of 
stock prices and it extends over a longer pe- 
riod of time. The price line discounts part 
of the favorable implications—but not all. 


Plotting the yield on two hundred stocks 
and that on a composite list of high grade 


In + atime before Annual Trust Confer- 
ence of Ohio Bankers Association, April 
1946. 


bonds (chart II) shows that at three separ- 
ate times since 1900 the yield on these stocks 
has been 3% and twice has approached the 
3% level very closely. Thus there is no pre- 
cedent for contending that the yield cannot 
be 3% — down about %2% from where it is 
now. Also, at six distinct periods and four 
temporary points these 200 stocks yielded 
less than high grade bonds. Not that such a 
condition will prevail at an early date, but 
the possibility is significant. 


Taking the absolute spread in the yields 
of 200 stocks and high grade bonds, stocks 
were much more attractive in 1942 than 
they were in 1933, despite the fact that the 
actual price level of common stocks was al- 
most 100% higher — in 1933 just over 40, 
in 1942 just over 90. By this standard of 
measurement they are still attractive. There 
are not many times in the past that they 
have yielded as much more than bonds — 
percentagewise — than they do right now. 

I have taken it for granted that (1) re- 
sponsible trust men are considering com- 
mon stocks for trust funds, (2) the level of 
stock prices measured by the absolute bond 
yield — stock yield differential and by the 
relative differential, is not’ excessively high. 

It is highly fitting that trust men be the 
first to grasp the investment significance of 
social change and plan to invest in it. The 
dynamic change from agricultural to city 
life must be attributed to the Industrial 
Revolution. Class consciousness grew; labor 
began to organize. Public health and sani- 
tation measures became essential and con- 
tributed considerably to prolonging average 
life, which helped the population increase. 

Types and liquidity of wealth have 
changed and become more complex as we 
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DIVIDEND IN DOLLARS 


CHART II 
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NEW legislation and changing world 
economic conditions make it more 
necessary than ever for the investor to 
have authoritative and up-to-date infor- 
mation on general trends and relation- 
ships between types of securities. The 
analyses of our Research Department 
are predicated not only on the trends 
of individual securities, themselves, but 
also on the larger economic factors in- 
fluencing those trends. Further, the 
conclusions of these analyses are con- 
stantly related to our customers’ indi- 
vidual investment objectives—result- 
ing in a personalized service which has 
proved of value to both institutional 
and conservative individual investors. 


R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 
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moved away from agriculture, liquid claims 
rising from 16% of national wealth in 1880 
to 40% in 1930. It was the basic social 
changes, accelerated after the Civil War 
and consolidated at the turn of the century, 
that created the character of wealth which 
trustees now administer. 


More Money for Non-Necessities 


Wage earners in the 1869-1879 period al- 
lotted only 11.1% of total expenditures for 
all other expenditures outside of food, hous- 
ing, clothing, fuel and light. In the 1934-39 
period 31.1% of total expenditures were so 
allotted and I believe that we will see such 
expenditures increased to 50% or more. The 
implications are obvious. If we are to take 
advantage of this trend we must invest in 
Social Changes — and the pace of this 
change I think will increase rapidly from 
this point on as shorter hours and higher 
wages provide the inclination and the means 
for recreation and self-improvement. 

Thus one must look for those companies 
which are meeting the new demands if he is 
to take investment advantage of the trend. 
Many old established companies, enjoying 
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IN INVESTING 


There is a first principle in successiul 
management of the investment fund. 
It is this: 

Maintenance of the proper ratio of 
cash to bonds to stocks according to she 
needs of the individual investor under 
changing conditions is far more im- 
portant than the selection of industries 
and items. 


Professional investment counsel utilizes 
research, knowledge, specialized experi- 
ence and judgment in being constantly 
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alert managements, will experience unpre- 
cedented sales — General Electric, Eastman 
Kodak, General Motors, some of the well 
known specialty steel companies, and even 
the food companies — those that catch the 
significance of present trends for conve- 
nient packaging. But the stocks of many of 
these companies are selling so high that they 
would only contribute further to your pres- 
ent day problems — they are low income se- 
curities, not free of the possibility of cycli- 
cal regressions, yet possessing no dynamic 
long term secular potential. 


The greatest opportunities, I believe, lie 
in smaller companies — old established pro- 
ducers who have no long record of consis- 
tently profitable operation but which never- 
theless are strong and solvent. They face 
now their first real opportunity to estab- 
lish that record of extended profitable oper- 
ations for which you look. They are compa- 
nies like: 

Brunswick-Balke-Collender, Bell & How- 
ell, Hammond Instrument, Spaulding. Then 
there are companies like Hussman-Ligonier 
(food display equipment); the publishing 
companies should have a good period of ad- 
vertising revenues for some years; food 
packagers like the Kalamazoo Vegetable 
Parchment Company and related operators 
should fare particularly well as demand for 
protecting frozen foods increases. 


Diligent research and effort will unearth 
many similarly favorable situations. They 
will be the smaller companies today, but 
bigger companies of tomorrow. 


One cannot spread the advantages of a 
small but sound situation throughout a 
great number of trust accounts. Further 
development of the Common Trust Fund 
appears to me to be the answer. In this dis- 
cussion I have suggested an approach that 
will avoid the pitfalls of any “new era” 
thinking regarding higher plateaus of price 
or valuation. It is an approach that recog- 
nizes the arrival of the dynamic phase of a 
social evolution that has been in the making 
for centuries. 


Pennsylvania Group III Elects 


Corporate Fiduciaries Association, Group 
III, Pennsylvania Bankers Association, elected 
Morris H. Baker (president of the First and 
Farmers National Bank & Trust Co., Mont- 
rose) as president; Archer Morgan and John 
E. Watt (both of the Scranton-Lackawanna 
Trust Co.) as vice. president and secretary- 
treasurer, respectively, 





COMMON TRUST FUND PROVES 
SUCCESSFUL 


WILLIAM E. ANDERSON 
Vice President and Trust Officer, The Central Trust Company, Cincinnati, Ohio 


E have nothing but commendation for 

our Common Trust Fund, and our ex- 
periences have been refreshing and encour- 
aging. Fortunately, we have a good Com- 
mon Trust Fund statute in Ohio, as well as 
a helpful statute making amortization un- 
necessary. For this we owe thanks to our 
Trust and Legislative Committees and to 
our Fiduciaries Research Bureau. To our 
Research Bureau we also owe thanks for a 
serious study of the entire field that cul- 
minated in a model Plan. 


The law requires the approval of our Su- 
perintendent of Banks. We found him most 
cooperative. 


Tests for Inclusion 


O get the maximum benefit in savings 

of operations we decided to include, in 
the beginning at any rate (and so far we 
have stuck to that original decision), only 
accounts that could be wholly invested in 
the Fund. As all of our accounts are set up 
on I.B.M. punch card equipment and ap- 
praised frequently, it was a simple matter 
to obtain lists of trusts by size, that is 
those under $25,000 and those under $50,- 
000, for example; and by analyzing each 
will or trust agreement and the income re- 
quirements, etc., we were able to determine 
readily which ones to eliminate. We sub- 
jected each trust to the following tests 
which it had to pass before it could be ad- 
mitted: 


1—Is the particular trust under consid- 
eration a bona fide trust? 


2—Is commingling of assets specifically 
prohibited in the will or trust agreement? 


38—Are the particular investment provi- 
sions inconsistent with the provisions in the 
Common Trust Fund Plan? 


4—Does the trust instrument provide for 
a different determination of what is prin- 
cipal and what is income (such as stock 
dividends, rights, etc.) than what is pro- 
vided for in the Common Trust Fund Plan? 


From address before Trust Conference 
of Ohio Bankers Assn., April 24, 1946. 


5—Is amortization mandatory in the 


particular trust instrument? 


6—Are there any special circumstances 
that would make it inadvisable for the 
trust to participate, such as special securi- 
ties, high rate of income, imminent distri- 
bution date, etc.? 


7—Is there a co-trustee, or other person, 
whose consent must be obtained on invest- 
ment changes, and whom we know from 
past experiences would be unwilling to con- 
sent to participation? 


Savings Achieved 


UR Fund being a discretionary one, we 

can include only accounts where we, as 
trustee, have full discretion as to invest- 
ment. We started with 52 trusts amounting 
to a total of $589,500. At the last appraisal 
we had 122 trusts participating, with a 
market value of approximately $3,000,000. 
The increase is mostly due to admissions, 
but there has also been a substantial mar- 
ket appreciation. 

It isn’t too difficult to visualize some 
savings in this change of picture. With ap- 
proximately 57 items in the new collective 
investment, and assuming that each of the 
122 trusts had an average of 20 holdings 
(this may be high or low) 20 « 122 equals 
2440 — 2440 separate holdings eliminated 
and 57 substituted therefor. That is a net of 
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2383 items eliminated for investment re- 
view purposes. Think of the income and 
principal bookkeeping entries eliminated, 
of the coupons you do not have to clip and of 
the items eliminated from statements, court 
accounts, vault control, and examination by 
the Federal Reserve and State Examiners, 
to say nothing of the customer conferences 
about investment matters eliminated. 


If we had the Prudent Man statute in 
Ohio (and I think it would be a splendid 
thing for our court trusts if we did) we 
would be able to include in the Fund a great 
many trusts and small guardianships that 
are not now eligible. 


The “G” Bond Situation 


E did have some trouble deciding what 

to do with “G” bonds held in the trusts 
we proposed to have participate. We did not 
want separate items in the individual trusts 
if we could help it, although that was a rea- 
sonable alternative. We were aided by our 
friends in Philadelphia, particularly Al 
Whittlesey of The Pennsylvania Company. 
We received a letter from the then Under- 
secretary of the Treasury Bell that read in 
part as follows: 


“In the case of your company bonds of 
Series G now held in various participating 
trusts or other estates may be reissued in 
its name as trustee of its common trust 
fund, and need not be taken into account 
in computing the amount which may be held 
in that fund. In other words, the limitation 
on holdings will apply only to bonds origin- 
ally issued to the company as trustee of its 
common trust fund .. .” 


“An appropriate form of registration for 
bonds held in the common trust fund would 


Prepared to serve you 
in all phases of estate and 


trust administration. 


THE STAMFORD TRUST COMPANY 


STAMFORD, CONNECTICUT 
Member Federal Deposit Insurance Corporation 
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be as follows: ‘The Central Trust Company, 
trustee of its Common Trust Fund, under 
plan approved by resolution of its Board of 
Directors adopted (date).’... 

“Tf the participating trust or other estate 
terminates in whole or in part as the result 
of death, the common trust will be con- 
sidered as terminating to a proportionate 
extent. Accordingly, the redemption of 
bonds of Series G at par upon the basis of 
such partial termination would be _ per- 
missible.” 


So we sold the “G” bonds to the Fund at par, 
regardless of their redemption value and 
have appraised and considered them at par 
for all purposes ever since. 


We have had some questions asked about 
our carrying “G” bonds at par when their 
redemption price might be at the low of 
94.8. The questions have been mostly within 
our own organization, however. 


Accounting, Compensation and Taxes 


E are on the accrual system of ac- 

counting rather than the cash system. 
It is simple and saves a lot of work. Upon 
entry a trust does not have to advance in- 
come but pays only the market price of the 
units. Upon withdrawal and on quarterly 
distribution dates all accrued income is paid 
out even though not collected. In other 
words, in addition to interest and dividends 
actually received during a particular quar- 
ter, accrued interest on bonds and declared 
dividends on stocks are ‘distributed even 
though not collected. This causes a tempor- 
ary overdraft in the income account which 
is offset by principal cash, but no one seems 
to get particularly concerned about it. 


We reduced our minimum fee on a trust 
that participates from $100 to $50 per year, 
and our attitude in accepting small trusts 
has changed. We feel that we make more 
money, or lose less, on a $5,000 to $12,500 
trust invested in the Fund with a $50 per 
year minimum than we do on a $5,000 to 
$25,000 trust not so invested with a $100 
per year minimum. 


As a practical matter, we would not have 
as many transactions in the individual small 
trust as we had during 1945 in the Common 
Trust Fund. Theoretically, if the diversifica- 
tion was as great (which it isn’t) we should. 
We had 43 transactions that were reported 
in our partnership return for the Fund. 
There seems to be a considerable opinion 
abroad that taxes become complicated with 
the Common Trust Fund. We have not found 





it so, and when the 43 transactions are 
picked up they are picked up for the 122 
trusts. If you had 43 transactions in each 
trust you would have 5,246 separate trans- 
actions on which to figure profits or losses. 
On revocable trusts, the grantor reports 
principal gains as well as income, and on ir- 
revocable trusts the trustee does. And each 
quarter the cost basis changes for each unit. 
The profits are added to original cost on 
each unit purchased at a previous admission 
date. 

Publication of the annual audit of a Com- 
mon Trust Fund is specifically prohibited 
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require each copy to bear a statement that 
publication of the copy or the information 
contained therein is unauthorized. Never- 
theless, the information has to be sent to 
numerous beneficiaries and, if it wants to, 
the public at large is in a position to find 
out what the investment performance has 
been. The information on individual trusts 
is confidential except for Court Trusts, and 
certainly is never scattered broadcast — but 
with the Common Trust Fund it is. There- 
fore, unless you are equipped to do an in- 
vestment job that will stand the light of 
close scrutiny, I would not advise you to 


by the Federal Reserve Regulations which start a Fund. 


INFORMED ACTION IS THE KEY TO SUCCESSFUL INVESTING 


Performance through nearly eight decades has 
placed railroad equipment trust certificates in 
an enviable position among all securities. But 
despite this long time record of exceptional 
security, their merits are too little known 
outside the limited circles, largely institutional, 
in which they have long been favored. 


Developments in recent years, however, have 
broadened the market, especially among 
investors concerned with maintaining well 
formulated maturity portfolios and those who 
place emphasis on security. As the premier 
obligations of the railroads, equipment 
“certificates merit the attention of many who 
may not have considered them previously. 


” Send for this 
Informative Folder 


To secure a clear understanding of the 
history and nature of these securities, their 
protective features and their outlook under 
present conditions in railroading, send 
without obligation for the folder, “Railroad 
Equipment Certificates.” 


HALSEY, STUART & CO. INc. 
123 S. La Salle Street, Chicago 90, Illinois 


Gentlemen: Please send me, without cost 
or obligation, the “Railroad Equipment 
Certificates’’ folder. 


Name 


Address 
Use this request form—at no cost. 


a= _ 


HALSEY, STUART & CO. Inc. 


City, State 
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Where There’s A Will... 


OSEPH R. NUTT, prominent financier 

and formerly treasurer of the Republican 
National Committee, left his male secretary 
a bequest of $10,000. One-third of the rest 
of the estate goes outright to a son. The re- 
maining two-thirds is placed in trust with 
the secretary and National City Bank of 
Cleveland, to continue for the lifetime of 
daughter Frances, during which the income 
is to be paid to her two adopted daughters. 
Upon Frances’ death, two-thirds of this 
amount is to be distributed to Mr. Nutt’s 
two other sons and the remaining third to 
the adopted daughters. However, Frances 
has the right at any time to direct the trus- 
tees to terminate the trust as to two-thirds 
and pay the same to her two brothers, and 
a similar right as to the other one-third aft- 
er the younger of her two adopted children 
attains the age of 21, the latter then to re- 
ceive their share outright. If both children 
die before Frances, without leaving any 
“heir of the body of either of them,” the 
trustees are to distribute this one-third to 
Frances. The secretary is named sole exec- 
utor, with the bank as successor. 


* * * 

RTHUR H. DEUTE, president of the 
National Brewing Co. and a widely 
known epicure, excluded his first wife and 
two children by that marriage from any 
benefits under his will, declaring that they 
have been provided for by life insurance pol- 
icies or have received advances. All of his 
estate, after gifts of personal effects and 
residences to his second wife, is placed in 
trust to pay her the income. Mrs. Deute is 
given the right to withdraw any or all of 
the principal. If any principal remains at 
her death, it is to be divided into as many 
equal shares as there are children then liv- 
ing and the descendants, collectively, of any 


“Providing thoroughly 
modern trust services 


First AND MERCHANTS 
National Bank of Richmond 
Member Federal Deposit Insurance Corporation 


deceased child. The share of any child who 
has attained the age of 35 is to be paid to 
him outright, as is the share of descendants 
except that the portion of any of the latter 
who is a minor shall be held by the trustees 
until the age of 21. Trusts are created for 
any child under. 35, who is to receive the in- 
come therefrom, one-third of the principal 
at the age of 25, and the remainder of the 
principal at 35. The trustees—Mrs. Deute 
and The First National Bank of Baltimore, 
who are also named executors—are author- 
ized to use principal at any time to cover 
the “costs of education for, or sickness, ac- 
cidents or other emergencies to the bene- 
ficiary of any share.” 


* * * 


ABEL T. BOARDMAN, until 1945 

Secretary of the American Red Cross, 
made her two sisters the principal benefici- 
aries under her will. They receive a number 
of real estate parcels in Cleveland, Wash- 
ington, D. C., and Canada. A power of ap- 
pointment given to her under her father’s 
will is exercised in favor of the Protestant 
Episcopal Cathedral Foundation, D. C. The 
residue of the estate is to be divided into 
ten parts, one share each being given to the 
local Chapter of the Red Cross and the 
aforementioned Foundation. Five parts are 
to be held in trust to pay annuities of $300 
to six individuals, as to five of whom there 
is a condition that they be in Miss Board- 
man’s employ at the time of her death; the 
balance of the income is payable to her sis- 
ters and upon the death of the survivor of 
them to the issue of one of them who will 
receive the principal upon the death of the 
last survivor of the annuitants. The re- 
maining three shares are to be held in trust 
to pay the income in equal shares among the 
survivors of four named relatives, upon the 
death of the last survivor of whom the prin- 
cipal is to be paid to the surviving issue of 
the four named beneficiaries. American 
Security & Trust Company of Washington, 
D. C., and the two sisters are appointed ex- 
ecutors and trustees. 


OTHER APPOINTMENTS: Montclair 
(N. J.) Trust Company, co-executor: 
George H. Griffiths, president and general 
manager of The Hardware Age; The New 
Haven (Conn.) Bank N. B. A., executor and 
trustee: Frank C. Porter, Professor Emeri- 
tus of Biblical Theory at Yale Divinity 
School. 





LEGAL LIST AS GUIDE FOR TRUSTEES 
Study Being Made to Determine Need for Prudent Man Rule 


BRIAN P. LEEB 


Vice President, Bankers Trust Company, New York; Chairman Trust Investment 
Study Committee of the New York State Bankers Association 


AST September, the Committee on Sav- 
ings Bank Investments of the Savings 
Banks Association of the State of New 
York, as a result of a three-year study, 
recommended “that the investment of sav- 
ings banks’ funds should be entrusted to 
management without the arbitrary restric- 
tions of any formulae,” and further “sug- 
gests that as a first step the Savings Bank 
Law of this state be amended to provide the 
same investment powers for savings banks 
that commercial banks and trust companies 
now enjoy with regard to the investment 
of their funds in interest-bearing obliga- 
tions of corporations and government.” 

In view of the fact that this recommend- 
ed change in, or virtual abolition of, the 
investment provisions of Article 6 of the 
Banking Law* would directly and vitally af- 
fect all trustees in New York State, our 
committee was appointed to express our 
own carefully considered position when and 
if asked to by the Superintendent of Banks 
or the Legislature. 

A poll of the Committee developed the 
following points of view: 

1. Trustees and savings banks certainly 
need not be governed by the same statute 
and therefore a new trustee statute should 
be considered. 

2. The question as to whether such a new 
trustee statute should embody the Prudent- 
Man philosophy rather than attempt to de- 
fine a legal list surely demanded the very 
careful study of the Committee, and should 
be approached with a completely open mind. 

3. Any effort in New York State to liber- 
alize the law governing trustee investments 
would necessarily involve some study and 


From address before 50th Annual Con- 
vention, New York State Bankers Associa- 
tion, May 27, 1946. 

*Which defines investments legal for sav- 
ings banks and governs the investment of 
trust funds by reason of Section 111 of the 
Decedent Estate Law and Section 21 of the 
Personal Property Law (unless there is a 
clause in the will or deed of trust permit- 
ting investments in non-legals). 


consideration of our court accounting prac- 
tice and therefore the field of inquiry 
should be broadened in this regard, 


Joint Effort 


HE Trust Investment Study Committee 
. has joined with the Life Insurance In- 
vestment Research Committee to develop an 
integrated project to be undertaken by the 
National Bureau of Economic Research. 
During the latter years of the depression 
preceding World War II the National Bu- 
reau supervised the collection of a vast 
quantity of data by the Works Progress Ad- 
ministration, involving the salient charac- 
teristics, market behavior, and ultimate 
fate of every corporate bond issued in this 
country since 1900. This virtual gold mine, 
consisting of a mountain of I.B.M. cards, 
is known as the “corporate bond project.” 
The ore has never been extracted. 


The Life Insurance Committee and our 
Committee have been joined in sponsoring 
and financing this integrated project by the 
Savings Banks Trust Company on behalf 
of the mutual savings banks of New York 
State, the Board of Trustees of the Bank- 
ing Research Fund of the Association of 
Reserve City Bankers, and an individual 
on behalf of the Massachusetts savings 
banks. 


$1,000,000 G. |. FIRST 
MORTGAGES FOR SALE 


Priced to yield 3.62',% 
* 


Will sell all or part 
Servicing optional 
Legal for Trust Funds 


Mortgages will be assigned with original 
title policy, G. I. appraisal and credit reports. 


* 
S. R. GAYNES & COMPANY 
Savings & Loan Specialists 


277 Broadway New York, N. Y. 
WOrth 2-2078 





Testing Legal List 


S a first step in this integrated project 

we propose to test the effectiveness of 

the New York Legal List in three major 
respects: 

1. The inclusiveness of the New York 
List, which should demonstrate whether an 
adequate volume of securities has been 
authorized for investment. 

2. The selectivity of the list in guiding 
the investor to bonds which have been sub- 
ject to a low incidence of defaults and price 
instability. 

3. The sensitiveness of the legal list in 
providing warning of possible defaults and 
price instability. 

The legal list statute that was in effect 
from 1902 to 1928 was really founded on a 
philosophy of attempting to define security 
in terms of assets. That was the popular 
economic thinking of the early 1900’s. The 
statute enacted in 1928 had a different phil- 
osophy. An attempt was made to define se- 
curity in terms of earning power, which 
was current economic thinking in the late 
20’s. Since neither approach has been en- 


10 YEARS OF WALL STREET 


The story of the great | of the 20’s 


Here is a real guide to present trends in 
the securities markets and in business — 
a classic with more value today than 
ever. This factual story of one decade of 
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tirely successful, what should be substitut- 
ed, or is this simply a case of there being 
no enduring statute which will effectively 
supplant human judgment? 


The results of this phase of the project 
may be available to your Committee next 
fall, but the whole project will probably 
continue over a three-year period and may 
prove to be of very great value to all in- 
vestors in corporate bonds. 


Accounting Questions 


N the administrative side of our pro- 

gram, the sixteen banks represented on 
our Committee have decided to submit 
themselves as guinea pigs. A program of 
self-inflicted torture has been devised and 
is right now in progress. We believe that 
these banks represent a sufficiently large 
proportion of the trust business of New 
York State so that we can safely generalize 
from the results. In brief, what the Com- 
mittee hopes to learn is: 

1. How many trusts really are governed 
by the savings bank investment statute? 

2. How often do trust companies account 
in court in New York State? 

3. What does it cost to account? 

4. How often are trustees surcharged? 

5. What is the nature of and reason for 
the surcharges? 

In weighing the evidence here in New 
York, it will be most informative and help- 
ful if the Committee has a similar picture 
of what the procedure and conditions are in 
some of our neighboring states such as New 
Jersey, Connecticut and Massachusetts, 
purely for comparative purposes and to 
highlight and weigh the differences. The 
Committee also wants to get from some of 
the leading law firms of this state a com- 
posite picture showing present trends in 
the types of investment provisions which 
are being put in testamentary and inter 
vivos trusts. Are people tending more and 
more, in this rapidly changing world, to 
adopt the rather standard clause waiving 
restriction to legal investments? We be- 
lieve they are, but we want to verify this 
not only from the standpoint of the busi- 
ness on our books, but also of the wills we 
have not yet seen. — 


0 


N. P. Black, former vice pesident and treas- 
urer of the Iowa Bankers Association, became 
Commissioner of Banking of-the State of Iowa, 
taking the place of the late M. W. Ellis. 





LEGAL ASPECTS OF COMMON TRUST 
FUNDS 


PAUL E. FARRIER 
Assistant Vice President, The First National Bank of Chicago 


HREE recent events have caused a 

number of Illinois* trust institutions to 
become interested in common trust funds. 
First, of course, is the enactment of the 
Common Trust Fund Statute in 1943. It is 
a good statute but is it constitutional? 


Section 5 of Article XI of the Illinois 
Constitution provides in part as follows: 
“No act of the General Assembly authoriz- 
ing or creating corporations or associations 
with banking powers whether of issue, de- 
posit or discount, nor amendments thereto 
shall go into effect or in any manner be in 
force unless the same shall be submitted to 
a vote of the people at the general election 
next succeeding the passage of the same, 
and be approved by a majority of all votes 
cast at such election for or against such 
law.” There are many arguments against 
considering the Common Trust Fund Act 
as an amendment to the Banking Act but 
every bank will desire to be satisfied on 
this point before establishing a common 
trust fund. 

The second. event which has stimulated 
interest in common trust funds is the en- 
actment of the Prudent Man Investment 
Rule which considerably broadens the mar- 
ket and expands the potential use of the 
common trust fund in Illinois. Prior to its 
enactment, the prospect of improving the 
income of statutory accounts through the 
common trust fund seemed negligible. Now, 
however, with some possible exceptions, 
both statutory and discretionary accounts 
can be placed in one common trust fund 
with discretionary investment powers. 

The third event which has increased in- 
terest in common trust funds is the action 
of the Federal Reserve Board in raising the 
ceiling on the amount which any one trust 
can invest from $25,000 to $50,000. This ac- 
tion also tends to broaden the base and ex- 
pand the potential market for the common 
trust fund idea. 


From a talk before the Trust Division of 

the Illinois Bankers Association at Decatur, 

Illinois, April 18, 1946. 

*This paper will be of interest also to trust- 
men in other States. 


Incidence of Personal Property Tax 


BOUT two years ago, a committee of the 
Corporate Fiduciaries Association of 
Chicago, of which M. Q. Lytle of the Har- 
ris Trust and Savings Bank was chairman, 
and I a member, undertook a study of 
common trust funds. I should like to dis- 
cuss the more important legal and tax 
problems which our Committee raised. 


“What is the application of the per- 
sonal property tax law to the common 
trust fund and participants therein?” 


First of all, there is the possibility of a 
double personal property tax—on the bank, 
as the holder of the legal title to the securi- 
ties in the common trust fund, and on each 
participating trust. Such a burden would 
discourage creation of the fund. On the 
other hand, if only the fund is subject to 
personal property tax a serious problem 
arises in connection with such trusts as are 
not now reported for personal property tax 
purposes under existing assessment rules, 


The ideal solution would, of course, be a 
decision that the common trust fund is not 
subject to personal property tax and that 
the participants therein are subject to per- 
sonal property tax only to the extent now 
reported. Discussion might be had with the 
assessor and an agreement reached, but 
this in itself involves some business risk 
since subsequent assessors may not take the 
same attitude. A judicial decision is inad- 
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visable in view of the many problems of 
policy involved. In Philadelphia a similar 
problem has been worked out on the basis 
of no tax on the fund as a whole but only 
with respect to the participating trusts 
which are subject to the Pennsylvania tax. 


Also to be considered is the question of 
whether the increase in yield from the fund 
after payment of personal property taxes 
would be sufficiently large to warrant the 
participation by a trust now holding Gov- 
ernmment bonds and other assets not sub- 
ject to personal property tax. 


Harmony of Trust Terms 


“To what extent must the terms of the 
participating trust instruments comply 
with the terms of the common trust fund 
instrument on such questions as alloca- 
tion between principal and income of re- 
ceipts and disbursements, amortization, 
nominee, stock dividends, etc.?” 


The whole theory of a common trust fund 
is collective ownership by the participating 
trusts. Participation in a common trust 
fund is not an investment in an investment 
trust. Consequently, any deviation in the 
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terms of the common trust fund from the 
terms of the participating trust involves a 
business risk which must be carefully con- 
sidered. 


As a general legal matter, instruments in 
the Philadelphia banks which require pre- 
miums to be amortized do not participate 
in the common trust fund. In this connec- 
tion, it should be noted that the Illinois 
Principal and Income Act requires a trus- 
tee to amortize premiums unless the trust 
instrument specifically relieves the trustee 
of this duty. The Common Trust Fund 
Statute allows amortization or no amortiza- 
tion according to the plan adopted. If am- 
ortization is adopted, the method of amorti- 
zation is specified in the statute. 


It may be argued that this permits plac- 
ing in a common trust fund trusts where 
amortization is required, provided the com- 
mon trust fund plan provides for amortiza- 
tion. However, this argument does violence 
to the concept that the common trust fund 
is merely a vehicle for the collective invest- 
ment of trust funds, since amortization in 
the fund cannot work out in the same man- 
ner as amortization in the separate trusts. 
In effect, it turns the common trust fund 
into an investment trust. Considerable 
thought should be given to this problem be- 
fore any trust requiring amortization of 
premiums is placed in a common trust fund. 


What Is “Lawful” 


“What is the meaning of the word 
‘lawful’ under Section 17 (c) (2) of 
Regulation F, which prohibits participa- 
tion by a trust if the Trust Investment 
Committee finds that any investment in 
the common trust fund is one in which 
funds of the trust might not lawfully be 
invested at that time?” 


In a discretionary or Prudent Man fund, 
practically any type of security would be 
lawful to purchase. However, the word 
“lawful” must have a much larger meaning. 
A security may be of the type which is per- 
fectly lawful to purchase but because of 
many circumstances (e. g. overpriced) 
would not be proper to purchase at a par- 
ticular time. On the other hand, investment 
judgment may suggest that the security 
continue to be held. This raises the legal 
question of whether new participants may 
be admitted to a common trust fund which 
holds any security item which the Invest- 
ment Committee would not be willing to 
purchase at that particular time and at the 





figure at which the security is valued for 
admission purposes. 


Is It “Bona Fide” 


“How can it be determined whether a 
trust is created for ‘bona fide fiduciary 
purposes’—in order to be eligible to par- 
ticipate?” 


Philadelphia banks have indicated that 
the Federal Reserve Board pays particular 
attention to this provision of the Regula- 
tion. They have also indicated that, as a 
general proposition, revocable trusts where 
both income and principal are vested in the 
grantor are not considered as having been 
created for “bona fide fiduciary purposes.” 


Court Accounting 


“Both the Illinois statute and Regula- 
tion F require that the written plan pro- 
vide for ‘settlement of accounts of the 
bank with respect to the common trust 
fund.’ How can this be done in Illinois 
short of an equity proceeding which 
would require so many parties as to be 
impractical?” 


This matter should be carefully worked 
out with the Federal Reserve. In Philadel- 
phia the common trust fund instruments 
provide for judicial settlement of accounts, 
a typical provision being: 


“The Trustee may file at its discretion, 
or, if required by law or regulation, shall 
file, in either the Orphans’ Court or the 
Court of Common Pleas of Philadelphia 
County, or in any other proper Court, at 
the expense of the common trust fund, ac- 
counts of its administration of the common 
trust fund. The confirmation of said ac- 
counts, upon such prior notice of audit to 
parties in interest as may be prescribed by 
statute, regulations or rule of court, shall 
operate as a full and complete discharge 
of its liability to the trustees of all the par- 
ticipating trusts which may at any time be 
or become interested in the common fund, 
and to all persons who may then have or 
who may thereafter acquire, any interest 
vested or contingent, as income beneficiaries, 
remaindermen, or otherwise, in such par- 
ticipating trusts, in respect of the transac- 
tions set forth in such accounts.” 


However, no Philadelphia bank has as yet 
filed its accounts with any court and there 
is some dispute as to the proper court in 
which such accounts should be filed. Indi- 
cations are that special legislation on this 
subject may be sought in Pennsylvania. 
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Other jurisdictions similar to Illinois 
have provided for settlement of accounts 
under arbitration statutes. It is a matter of 
opinion as to whether or not such provi- 
sions are entirely satisfactory. 


Obviously, the most satisfactory method 
of settling accounts would be to submit 
them to the proper court for approval and 
have such a settlement annually or biennial- 
ly. Under such a procedure in Illinois all 
persons interested in each participating 
trust would have to be made parties and 
minors would have to be properly repre- 
sented through guardian ad litem. In the 
case of persons not in being special trustees 
would have to be appointed. Such a court 
settlement would incur undue work and ex- 
pense and should be avoided if possible. 


* * * 


Our Committee developed over 85 ques- 
tions on legal, tax, operating, public rela- 
tions and investment problems. Any insti- 
tution considering the establishment of a 
common trust fund will want the answers 
to these and many other questions before 
completing their plans. 
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CONNECTICUT TRUST CONFERENCE 
New Haven Lawn Club, May 7, 1946 


HE statute enacted last year, providing 

for apportionment of estate taxes, has 
given plenty of food for thought. The prac- 
tical difficulties which are likely to arise 
from it, especially in the mechanics of ac- 
counting, are indeed involved. Quite recent- 
ly we invited the lawyers to join our group 
to listen to Deputy Tax Commissioner 
Frederic Dauch give his views on this Act. 
In the general discussion which followed 
it didn’t seem possible to evolve any solu- 
tion to the problems.” So stated Maynard 
T. Hazen in his opening remarks as Presi- 
dent of the Trust Division, Connecticut 
Bankers Assn. He is vice president and 
trust officer, Hartford National Bank and 
Trust Company. 


“It is gratifying to hear of the steady 
growth in volume of trust business in Con- 
necticut banks. A most important source 
of trust income may be diminished if the 
average size of decedents’ estates continues 
to drop as property owners try to escape a 
part of the inheritance tax burden by dis- 
tributing more and more of their funds 
while living. Yet on the other hand such 
inter vivos gifts very often become volun- 
tary trust funds on which a corporate trus- 
tee’s commission can be earned. Agency 
Custodian accounts seem to be growing in 
popularity. They afford a most valuable me- 
dium for us to make good friends for our 
trust departments. 

“Growth, however, will not be healthy or 
permanent unless based on good will. Good 
will can be achieved by a job well done for 
a satisfied customer. It can also be cultivat- 
ed by an intelligent program directed to- 
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wards informing John Q. Public, who is 
not now your customer, what the Trust 
Business really is, and what it can do for 
him. We should stress our Public Relations 
far more than most of us have done. 


“It has already been successfully tried in 
a limited way through the Committee on 
Bank and Bar Relations a year ago under 
the able chairmanship of the late William 
B. Dana. That Committee published a book- 
let of information valuable to lawyers in the 
preparation of wills. It was most favorably 
received. On friendly relations with the Bar 
depends in no small degree the success of 
our business.” 


Taxation of Joint Accounts 


OINT accounts, unless absolutely true 

joint accounts, may be taxable in their 
entirety,” declared Walter W. Walsh, Con- 
necticut’s Tax Commissioner, in discussing 
the factors considered by his department 
in connection with inheritance taxes. “The 
first factor we consider is the health and 
age of the person who makes the joint ac- 
count. Naturally, if Dr. Jones is seen com- 
ing from the house of Mr. A five times a 
week, and oddly enough either during that 
period or shortly after we find joint bank 
accounts coming into existénce, that throws 
a light on it which would tend toward tax 
evasion rather than tax avoidance. 


“Another very important factor is acces- 
sibility of the bank book—if either one of 
the co-owners of the account has the right 
to go to the bank and cash in. But if some- 
body establishes a joint bank account and 
names someone who doesn’t even know 
about the account until the person who es- 
tablishes it dies, then, the total amount is 
taxable. 

“The right of either party to draw is 
necessarily important. What good will it 
do if a person knows where the book is, if 
he hasn’t the right to draw? 


“And the conditions under which such 
accounts are created are important. If the 
establishment of an account follows a na- 
tural line of reasoning such as the Wells 
case in Federal law, where a person has 
been accustomed to taking care of someone 
closely related to him, that averts suspicion 
that might arise in other cases. 





“And then it is also important how long 
before death was the joint account created. 
And probably to sum them all up, Does the 
interest in the joint account actually vest 
at the time of the gift? 

“You can use these factors in determin- 
ing whether or not war bonds are actually 
joint property with the right of survivor- 
ship.” 


Caution on Credit Controls 


HE Government’s persistent policy of 

maintaining a low short-term rate 
structure has been the basic cause of mone- 
tization of debt, Aubrey G. Lanston, Vice 
President of The First Boston Corpora- 
tion told the Trust Conference. The exten- 
sion of credit to business by banks or Gov- 
ernment agencies is not monetization of 
debt, declared Mr. Lanston, and with a high 
level of production and employment the 
Federal Reserve System may need to see 
that commercial banks have adequate re- 
serves with which to extend credit. He 
counseled caution, therefore, against mak- 
ing any drastic changes in interest rates 
or in the banking and credit systems of the 
country. 
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He observed that the halt in the move- 
ment toward lower interest rates may be 
temporary as the supply of Treasury se- 
curities, which in part has served to offset 
the trend, has been removed by the Treas- 
ury’s position, and that basic forces prom- 
ise to bring increasing pressure toward 
higher prices and lower yields. 


A lively Question Box Period took up the 
afternoon session, with G. Harold Welch, 
trust officer of The New Haven Bank, 
N.B.A., acting as chairman. Members of 
panel were: Stanley Hoyt, trust officer, 
South Norwalk Trust Company; Milton H. 
Glover, vice-president, Hartford National 
Bank and Trust Company; John H. Jack- 
son, New Haven Register; and J. Dwight 
Dana, attorney, Wiggin & Dana, New 
Haven. 


William J. Weig of Guaranty Trust Com- 
pany of New York presented the results of 
trust cost studies, urging individual trust 
department analyses. His paper will be 
printed next month. Bank Commissioner 
Richard Rapport’s address on relations 
with trustmen is summarized on page 600. 
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BETTER RELATIONS BETWEEN TRUSTMEN AND SUPERVISORS 


RICHARD RAPPORT 
Bank Commissioner of the State of Connecticut 


UST as in some cases the operation of a 

trust department has been a sideline in 
some banks, so, too, the governmental exam- 
ination and supervision of trust depart- 
ments has often been neglected. Whether 
that is another chicken-and-egg question, I 
don’t know, but there is throughout the 
country heartening evidence of an improved 
relationship between supervisory authori- 
ties and the directors, officers and employees 
of the banks whose trust departments they 
examine and supervise. These good rela- 
tions should be fostered now in this period 
free of depression problems so that, when 
most needed, mutual respect, cooperation 
and understanding can combine for the 
greatest good. 

At the present time the authority gener- 
ally granted supervisors to enforce correc- 
tion of bad practices or procedures is dras- 
tic. The disciplinary powers available to the 
federal authorities are forfeiture of char- 
ters of national banks, forfeiture of mem- 
bership of state member banks in the Fed- 
eral Reserve System, termination of insur- 
ance in the Federal Deposit Insurance Cor- 
poration, and removal of directors and offi- 
cers. The Connecticut banking department 
has similar disciplinary powers. But super- 
visory authorities should be able to deal 
less violently with minor offenses. 

There is always, of course, room for self- 
regulation and it would seem consistent 
with the duties of the supervisor to work 
with the State association and with indi- 


From an address before Connecticut Trust 
Conference, May 7, 1946. 
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vidual banks, urging them to adopt sound 
regulatory provisions as their own state- 
ment of trust department principles and 
policies. I do not believe we should run your 
banks, but it is in accord with our functions 
and responsibilities to work with you in 
improving methods and policies. 


Practical Education 


S an example of such cooperation, there 
is the examiners’-trustmen’s round 
table as held in Pennsylvania. Together 
with practicing trustmen, representatives 
of the Pennsylvania Banking Department, 
the Federal Reserve Bank of the district, 
the national bank examiners and the FDIC 
discussed during the past year the follow- 
ing topics: The need for more complete and 
adequate trust officer’s dockets; periodic, 
comprehensive reviews of all trust accounts 
by a competent trust committee and the 
maintenance of adequate minutes of the 
committee’s actions; adequate review and 
approval of new trust accounts; need for 
greater care in obtaining written authori- 
zation and consents of co-fiduciaries and 
others from whom such approvals are re- 
quired; need for improvement of trust rec- 
ords generally; and advisability of regular 
filing of accounts. 


One great answer to a mutual desire for 
self-improvement lies for both banker and 
supervisor in education. There must be con- 
stant, planned and intelligent training with- 
in banks and within banking departments. 
The splendid work done by the A.I.B. and 
the Graduate School of Banking must be en- 
couraged; banks must lend their moral and 
financial support to such endeavors and give 
their personnel time to take the courses of- 
fered. Conferences such as this and forums 
participated in by both bank employees and 
examiners should be fostered. Schools un- 
der the auspices of the State University, 
such as those already held on real estate ap- 
praisal and farm credit, should be extended 
to cover subjects of interest to trust men. 


Trust business, indeed all banking, must 
attain professional levels. In this country 
licenses are required of lawyers, doctors, 
CPA’s, chiropractors, barbers, plumbers, 
undertakers and midwives—but anybody 
can become a banker. 





PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ARIZONA 


Tuscon—Frank M. Votaw has been named 
assistant trust officer at the VALLEY NA- 
TIONAL BANK, Tucson branch, Formerly as- 
sociated with the Commercial Savings Bank 
& Trust Co. in Toledo, the Commercial National 
Bank & Trust Co. in New York, and Title 
Guarantee and Trust Co., New York, as as- 
sistant trust officer, Mr. Votaw served as a 
lieutenant commander in the Navy and in the 
Judge Advocate General’s office in Washing- 
ton. 


CALIFORNIA 


San Francisco— 
Allard A. Calkins 
was promoted 
from first vice 
president to pres- 
ident of the 
ANGLO CALI, 
FORNIA NA- 
TIONAL BANK 
to succeed the late 
William H. Thom- 
son. Mr. Calkins 
for years. has 
been a member of 
the policy-making 
committees in- 
cluding the trust 
and executive 
committees. He 
has served as a director since 1938, and as 
first vice president since 1940. 


A. A. CALKINS 


CONNECTICUT 


Greenwich—Edward T. Ray was elected an 
assistant trust officer and assistant treasurer 
at the GREENWICH TRUST CO. A member 
of the bar in New York and Connecticut and 
former Assistant Corporation Counsel of New 
York City, Mr. Ray recently returned from 
service as a lieutenant in the Navy. 


DELAWARE 


Wilmington—Recently named officers of the 
trust department of EQUITABLE TRUST CO. 
are: Miss Verna M. Howett, formerly trust 


administrator, now assistant secretary and 
head of the estate settlement technical sec- 
tion of the Administrative Division; A. Cleaver 
Bolton, returned from service in the Navy, con- 
tinues as assistant secretary and head of the 
Tax Section; F. Perry Foster, until recently 
assistant manager of the operations division 
and head of the corporate trust and corporate 
agency section, now is assistant secretary and 
head of both the operations division and cor- 
porate trust and corporate agency section. 


ILLINOIS 
Oak Park—See Duluth, Minnesota. 


IOWA 


Ottumwa—Max Von Schrader succeeds his 
father, Frank, as president of the UNION 
BANK & TRUST CO.; the senior Schrader re- 
mains as chairman of the board. 


MICHIGAN 


Detroit—DETROIT TRUST CO. elected Rob- 
ert L. Hatch an assistant secretary. He has 
been with the company since 1931, as invest- 
ment analyst in the trust investment depart- 
ment. 


Flint and Muskegon—Reiner F. Lingelbach 
became vice president and trust officer at the 
CITIZENS COMMERCIAL & SAVINGS 
BANK (Flint), having resigned as trust officer 
of the HACKLEY UNION NATIONAL BANK 
(Muskegon). 


Muskegon—Merritt W. Kimball, assistant 
vice president, succeeds Reiner F. Lingelbach 
as trust officer at the HACKLEY UNION 
NATIONAL BANK. 


MINNESOTA 


Duluth—Chester D. Seftenberg, released re- 

cently as a colonel with the Air Corps, was 
elected vice pres- 
ident and trust 
officer of the 
FIRST & AMER- 
ICAN NATION- 
AL BANK. He 
resigned as vice 
president and 
trust officer of 
the OAK PARK 
(Ill.) TRUST & 
SAVINGS 
BANK. 

Minneapolis — 
NORTHWEST- 
ERN NATION- 

AL BANK ad- 
vanced Willard M. 
Henjum to the 
position of trust officer. 


Cc. D. SEFTENBERG 


NEW JERSEY 


Bloomfield—M. Harold Higgins was elected 
president of the BLOOMFIELD SAVINGS 
INSTITUTION to succeed the late Willard W. 
Miller; Otto Bill elected chairman of the 
board; Howard D. Biddulph, vice president and 
trust officer, was elected to the board. 
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Newark—Frederick J. Kugelmann, vice pres- 
ident and cashier of the NATIONAL STATE 
BANK, was elected executive vice president. 


NEW YORK 


Albany—STATE BANK OF ALBANY an- 
nounced the promotion of Paul C. Vander Mel, 
trust officer, to assistant vice president, and 
Herbert C. Kennedy to assistant trust officer. 

Freeport — FIRST NATIONAL BANK & 
TRUST CO. elected Emil J. Frenger vice 
president and trust officer; Everett R. Enck, 
cashier and assistant trust officer. 

New York—BANKERS TRUST CO. elected 
Edwin J. Sitgreaves an assistant vice president 
of the Banking Department. Prior to entering 
the Army in 1942, he was executive vice pres- 
ident and trust officer of the EASTON (Pa.) 
TRUST COMPANY. He was released from 
service with the rank of Major. 


NORTH CAROLINA 


Asheville—FIRST NATIONAL BANK & 
TRUST CO. appointed Joseph T. Chiott as- 
sistant vice president in charge of public rela- 
tions and new business activities, to succeed 
the late Roy F. Ebbs. 

New Bern—T. C. Fitzgerald, cashier, has 
also been elected an assistant trust officer at 
BRANCH BANKING & TRUST CO., succeed- 
ing R. N. Scott. 


OHIO 


Columbus—John L. Barnes was advanced 
from assistant trust officer to trust officer, 
HUNTINGTON NATIONAL BANK; Carmen 
E. Willits and John M. Dunnick elected assist- 
ant trust officers. 


PENNSYLVANIA 


Easton—See New York City. 
Hazelton—MARKLE BANKING & TRUST 
CO. elected J. A. McHale as trust officer and 
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William M. Klose as assistant trust officer, 
the latter having been discharged from the 
armed forces. 


Philadelphia—PROVIDENT TRUST CO. an- 
nounced the promotion of Garrett P. Snyder, 
Jr., to assistant trust investment officer; J. 
Norman, Miller to assistant trust operations 
officer; and Linford I. Roberts to insurance 
department manager. 


Pittsburgh—R. F. Torrance, connected with 
the UNION NATIONAL BANK since 1931, 
was elected real estate officer. 


Pittsburgh—FIDELITY TRUST CO. elected 
Watson C. Mar- 
shall a trust of- 
ficer and announc- 
ed the retirement 
of John E. Wright 
as manager of the 
department 
of new business 
and advertising. 


RHODE ISLAND 


Providence—At 
the PROVI- 
DENCE NA- 
TIONAL BANK, 
Burton H. Lilli- 
bridge was ad- 
vanced to trust 
officer. 


J. E. WRIGHT 


Providence—Charles B. McGowan, formerly 
vice president and trust officer of the PROVI- 
DENCE NATIONAL BANK, has been elected 
a vice president of the RHODE ISLAND HOS- 
PITAL TRUST CO. 


SOUTH DAKOTA 


Sioux Falls—P. H. McDowell, vice president 
and trust officer, NORTHWEST SECURITY 
NATIONAL BANK, will retire on July 1, but 
will continue as a director. Mr. McDowell has 
been with the bank since 1927, and is resigning 
to be associated with the Howalt Finance Co., 
in which he has purchased an interest. 


VIRGINIA 


Charlotteville—Edwin Hyde has resigned as 
executive vice president and trust officer of 
the PEOPLES NATIONAL BANK, to become 
vice president of Miller & Rhoads Department 
Store. 


CANADA 


Montreal—NATIONAL TRUST COMPANY 
LIMITED announced the retirement of W. 





Wynne Robinson as manager of its Montreal 
office and his appointment as a director of the 
company. Harry 
H. Wilson, for- 
merly treasurer 
of the company 
at Toronto and 
for some time 
manager at Ham- 
ilton, has been 
appointed to suc- 
ceed Mr. Robin- 
son as manager 
at Montreal. 
David Strachan, 
assistant man- 
ager of the 
Montreal office, 
has been made 
manager at Ham- 


: H. H. WILSON 
ilton. 


0. 


IN MEMORIAM 


M. .. ARNOLD, former president and 
chairman of the board of the Seattle-First Na- 
tional Bank. 


HENRY G. BENGEL, vice president and 
trust officer of the Illinois National Bank 
(Springfield) and past president of the IIli- 
nois Bankers Association. 


CHARLES L. DOE, vice president and trust 
officer of Glen Ridge Trust Co., and former 
Mayor of Glen Ridge, N. J. 


JOHN J. HUTCHESON, vice president and 
trust officer of Miami Beach First National 
Bank. 


ROGER B. MADDOX, recently resigned as- 
sistant cashier and assistant trust officer of 
the National Bank of Commerce, Dallas. 


EDWARD A. PRUDEN, retired vice pres- 
ident and trust officer of the Fidelity Union 
Trust Co., Newark, N. J., died of a heart at- 
tack while preparing to ride horseback on May 
10. Beginning his banking career as a messen- 
ger at Fidelity Union soon after leaving school, 
Mr. Pruden became trust officer in 1913 and 
three years later received the additional office 
of vice president. 
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Full-Time Secretary at Virginia Bankers 


The executive council of the Virginia Bank- 
ers Association elected Marchant D. Wornom 
of Richmond as full-time secretary commenc- 
ing July 1, 1946. Coming to Richmond in 1933, 
he was connected with the Federal Reserve 
Bank and the Virginia Trust Company, then 
was examiner for the Insurance Bureau of the 
Bureau of Insurance and Banking. 
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TRUST INSTITUTION BRIEFS 


New Haven, Conn.—The newly instituted 
25-Year Club of the UNION & NEW HAVEN 
TRUST CO. honored 23 men and women at a 
dinner recently held at the Baybrook Inn, West 
Haven, at which it was announced they would 
receive three weeks vacafion with pay instead 
of the usual two weeks. Of the 23 members, 
the following 8 officers are included: Franklin 
H. Burdge, Osborne A. Day, Henry L. Galpin, 
Elsie B. Huntley, Richard T. Jones, Louis D. 
Kennedy, Winfred H. Lockrow and Emil L. 
Roth. Raynham Townshend, assistant trust 
officer who recently returned from service, 
spoke for the 13 veterans who have resumed 
posts at the bank. 


West Point, Ga.—Trust powers were granted 
to the FIRST NATIONAL BANK under the 
Federal Reserve Act. 


Chicago, Ill—Chicago Title and Trust Com- 
pany will continue its weekly radio concert 
series presenting the Chicago Symphony Or- 
chestra, for the coming year. The new series 
will be resumed on September 4 for a 43 week 
period. 

Response to the past season’s broadcasts has 
been judged highly successful. Commercials for 
the program are devoted to two phases of the 
Company’s business: The Trust Division, of 
interest to a fairly limited audience;.and the 
Title Guarantee Division, of interest to anyone 
who owns or expects to own any property. 


Philadelphia, Pa.—The Land Title Bank & 
Trust Company personal trust department is 
now in new and larger quarters, specifically 
designed and arranged for the convenience of 
customers and friends. In 1885, business of the 
Land Title & Trust Co. (as it was then known) 
was conducted in a single room at 621 Chest- 
nut Street, but in three years the company 
erected its own building at 608 Chestnut Street; 
ten years later moving to its present location at 
Board and Chestnut. 
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Canadian Trust Companies Join 


The plan of amalgamation between two 
well known and long established Canadian 
trust companies, Crown Trust Company, or- 
ganized in 1909 and having its head office 
in Montreal and a branch in Toronto, and 
The Trusts and Guarantee Company Lim- 
ited, organized in 1897 and having its head 
office in Toronto and branches in Brant- 
ford, Windsor, Winnipeg and Calgary, be- 
came effective as of May 21, 1946. 


The Boards of Directors of both com- 
panies are combined into one Board of thir- 
ty-seven members, members of the staff of 
both companies are all being retained and 
the consolidated name is Crown Trust and 
Guarantee Company. The Company will 
have the equivalent of Head Offices in Mon- 
treal, Toronto and Calgary and branches in 
Brantford, Windsor and Winnipeg. 


The amalgamation has been so arranged 
that there is no need for any client to 
change in any way any existing will, trust 
deed, power of attorney or other document 
covering the appointment of either of the 
former companies as executor, trustee, 
agent or otherwise and now acting or ap- 
pointed to act in the future. 


The President of the consolidated com- 
pany is Arthur F. White, of Toronto, for- 
merly President of The Trusts and Guaran- 
tee Company Limited. Vice- 
Presidents are R. W. Steele, 
of Montreal, formerly Presi- 
dent of Crown Trust Com- 
pany, and Colonel the Hon. 
Herbert A. Bruce and John 
A. McDougald, of Toronto. 
Lt.-Colonel Irving P. Rex- 
ford is Vice-President and 
General Manager in charge 
of the Company’s operations 
in the Province of Quebec, 
C. S. Hamilton is Vice-Pres- 
ident and General Manager 
in Ontario, and H. A. How- 
ard is Vice-President and 
General Manager in_ tne 
West with headquarters in 
Calgary. The three last 
named officials have been ac- 
tive in the trust company 
field for forty years or 
longer. 


ARTHUR F. WHITE 
President 
Crown Trust and Guarantee Company 
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BANK MERGERS 


Hartford & Meriden, Conn.—The Meriden 
National Bank has been absorbed by the 
HARTFORD-CONNECTICUT TRUST CO., in- 
creasing the latter’s resources approximately 
$6.5 million. 


Duluth, Minn.—Merger of the NORTHERN 
NATIONAL BANK and the MINNESOTA 
NATIONAL BANK, under the name of 
NORTHERN MINNESOTA NATIONAL 
BANK, has been approved by the United 
States Comptroller of Currency. With the 
merger, B. Murray Peyton, president of the 
Minnesota National, will retire after 50 years 
of banking in the “Head of the Lakes” area. 


Philadelphia, Pa. — Stockholders of the 
BROAD STREET TRUST CO. and the CHEST- 
NUT HILL TITLE & TRUST CO. have ap- 
proved plans to merge the banks, with the lat- 
ter to be maintained as a branch of the BROAD 
STREET TRUST CO. 


Pittsburgh, Pa.—Stockholders of the FIRST 
NATIONAL BANK and PEOPLES-PITTS- 
BURGH TRUST CO. ratified the consolidation 
of the two institutions under the name PEO- 
PLES FIRST NATIONAL BANK & TRUST 
CO., effective July 1. Frank F. Brooks, presi- 
dent of the First Natoinal, will become chair- 
man of the board, and Robert C. Downie, pres- 
ident of Peoples-Pittsburgh, president and 
chief executive officer. The second floor of the 
Peoples Pittsburgh building is being remodeled 
to provide up-to-date quarters for the trust 
department. The consolidation will provide two 
downtown offices and eight branch offices. 


R. W. STEELE 
Vice-President 
Crown Trust and Guarantee Company 





“For Honorable Service To Our Country” 


New York, N. Y.—Lieutenant-Commander 
Lawrence M. Pritchard, an assistant trust of- 
ficer before entering the Navy, returned to the 
GUARANTY TRUST CO. and was elected as- 
sistant treasurer. 


Fort Worth, Texas—Major Reed Sass re- 
turned from service, mainly in India, and re- 
sumed his duties at the FORT WORTH NA- 
TIONAL BANK, in the Business Development 
Department. 
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Trust Division for New York State 


STABLISHMENT of a Trust Division 

of the New York State Bankers Asso- 
ciation was voted at the association’s 50th 
annual convention held last month at. At- 
lantic City, N. J. This action followed a 
report made by George C. Barclay, vice 
president of City Bank Farmers Trust 
Company. An organization committee, head- 
ed by Mr. Barclay, was appointed by asso- 
ciation president Bernard E. Finucane, who 
is president of Security Trust Company, 
Rochester. 


In his report, Mr. Barclay cited the nar- 
row scope of the activities of the associa- 
tion’s Committee on Trust Functions and 
the independent Trust Companies Associa- 
tion of New York, both of which he heads. 
Although there are in the State 316 institu- 
tions authorized to exercise trust powers, 
the 40-year-old trust association has only 
66 members, while the Committee has 
turned out to be nothing more than a meet- 
ing once a year. Mr. Barclay proposed that 
the new division be autonomous, with a full- 
time, paid secretary, but subject to the gen- 
eral supervision and control of the Council 
of Administration. 


Among the suggested activities for the 
Trust Division, he mentioned: disseminat- 
ing information on legislation, decisions, 
etc., to trustmen throughout the State; act- 
ing as a focal point for consideration of 
new trust legislation; developing a manual 
of operations for small trust departments; 
and circulation of information on costs and 
charges. 


Citing the excellent record of the Trust 
Section of the Pennsylvania Bankers Asso- 
ciation, Mr. Barclay foresaw success for 
the new division with the active cooperation 
of its members. 


Illinois Trustmen Elect Mayne 


Newly elected 
officers of the 
Trust Division, 
Illinois Bankers 
Association, are: 


Pres.: Frank C, 
Mayne, Jr., Cen- 
tral National 
Bank & Trust Co., 
Peoria; 

Vice Pres.: Ar- 
thur C. Boeker, 
Edwardsville Na- 
tional Bank & 
Trust Co., Ed- 
wardsville; 


Secretary: Har- 
ry C. Hausman, Illinois Bankers Assn., Chicago. 


FRANK C. MAYNE 


————0 


Charles R. Dewey, president of the Grace 
National Bank of New York, was elected pres- 
ident of the New York State Bankers Associa- 
tion at its 50th annual convention last month. 
William A. Kielmann, president of Peoples 
National Bank and Trust Company, Lynbrook, 
was chosen vice president, and W. Horace 
Rogers, president of National Bank of Geneva, 
treasurer. 
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Two Trust Groups Meet 


A bi-state trust meeting was held in 
Portland (Ore.) on April 20, under the 
auspices of the Trust Companies’ Associa- 
tion of Oregon and the Corporate Trustees 
Association of Washington. The morning 
session was presided over by Geo. H. Fish- 
er, Ass’t Mgr. & Trust Officer, Bank of 
Calif., N.A., Tacoma, and president of the 
latter group. Topics included Prudent 
Man Rule versus Legal Lists, by Carlos C. 
Close, of Portland; Trust Earnings and 
Operating Costs, by L. S. Severance, of 
Portland, and Pension and Profit Sharing 
Trusts, by Reno Ransom, of Seattle. 


The afternoon session was chairmaned 
by M. H. Erz, Ass’t. Secretary & Trust 
Officer, Title & Trust Co., Portland, and 
president of the Oregon association. Sub- 
jects treated were Estate Planning, by 
Henry Hendricks, of Seattle; Public Rela- 
tions, by Walter Brewer, of Seattle; The 
Will Contest Sponsored by the Oregon As- 
sociation, by Lorne Miller, of Portland; 
Joint Tenancy, by LeRoy B. Staver, of 
Portland; Apportionment of Federal Estate 
Taxes, by H. W. Moss, of Portland; and 
Common Trust Funds for Northwest Trus- 
tees, by Mr. Ransom. 

After the program, officers of the Cor- 
porate Trustees Association of Washington 
elected Robert E. Lewis, Vice President 
and Trust Officer of the Pacific National 
Bank of Seattle, as President; Carl A. 
Nicholson, Vice President and Trust Officer 
of the Spokane & Eastern Division of the 
Seattle First: National Bank, was elected 
Vice President; and John M. Gilbertson, 
Vice President and Trust Officer of the 


Puget Sound National Bank of Tacoma, 
was elected Secretary-Treasurer. 
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Bank Holds Trust Meeting 


Following its successful practice of recent 
years, the First National Bank of New 
Rochelle, N. Y., held a dinner meeting in the 
bank lobby on May 13, at which more than 100 
lawyers, insurance underwriters and account- 
ants heard trust talks by two outstanding 
speakers. Joseph P. Cummings, vice president 
and trust officer of the bank, presided. 

Joseph Trachtman, New York legal editor 
of Trusts and Estates and lecturer at the 
Practising Law Institute, urged that modern 
trusts be drawn best to serve the interests of 
the testator’s immediate beneficiaries, with 
explicit directions to the trustee to ignore the 
traditional duty of equal fidelity to income and 
capital in favor of a partial attitude toward 
the life tenants. Just as the task of drawing 
estate instruments is not for the amateur, so, 
Mr. Trachtman asserted, is the function of 
administration for the professional, corporate 
trustee. 

Mr. Merryle Stanley Rukeyser, a prominent 
writer on economics, cautioned against allow- 
ing testators to rule long after their death 
by inflexible restrictions on the trustee. Dis- 
cussing the effects on dollar values resulting 
from confiscatory taxes, manipulated money 
and the high cost of living, Mr. Rukeyser sug- 
gested that it is necessary to provide for use 
of trust principal in addition to income to meet 
the beneficiaries’ needs. 
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Philadelphia Council Elects 
Philadelphia Life Insurance and Trust Coun- 
cil elected the following officers: 

President: Albert W. Moore, New England 
Mutural Life Insurance Company 

Vice Pres.: Louis W. Van Meter, Provident 
Trust Company 

Treasurer: J. M. Willcox, Fidelity-Philadel- 
phia Trust Co. 

Secretary: L. A. Hauslein, Provident Mutual 
Life Insurance Company. 
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Factors in Pension Planning 


Outlining the factors to be considered in 
establishing a pension plan, W. B. Dunckel, vice 
president of the Bankers Trust Company, New 
York, told the annual convention of the New 
Jersey Bankers Association last month, that 
the first thing the management of a business 
needs to know is what the plan will cost. In 
calculating costs, seven factors should be taken 
into consideration, Mr. Dunckel said: 


“First is the benefit formula, usually ex- 
pressed as a percentage of salary per annum. 
Over a period of time, for a range of different 
types of business, this has averaged between 
40 and 60 per cent of salary, including social 
security benefits. Next comes the factor of 
retirement age, which is usually 65 years for 
men and 60 for women, with some tendency 
noticeable toward retirement age 60 for both 
sexes. Then the factor of eligibility must be 
determined, on the basis of length of waiting 
period, age, or a combination of both. Another 
element, vesting, in a number of instances has 
been fixed at the end of 20 years’ service con- 
tributions and age 55. The final factor which 
determines the cost to an employer of a pen- 
sion plan is, of course, whether the employees 
contribute to the fund and, if they contribute, 
to what extent.” 


Speaking of financing pension plans for 
banks themselves, Mr. Dunckel pointed out 
that “Small banks may find it advantageous 
to join with others in a group plan, of the 
type offered by the New Jersey Bankers Asso- 
ciation and other such organizations. For 
larger banks, the self-administered, trusteed 
plan offers many real advantages. Banks with 
50 or more employees may solve the problem 
by purchasing group annuities from insurance 
companies. Another approach is to accumulate 
funds in a trust and to buy individual annuity 
policies for employees when they retire, or 
individual life insurance policies which are 
convertible into annuities at retirement age.” 


Paying retirement and death benefits out of 
current income, but according to a formal plan, 
Mr. Dunckel said, is not recommended because 
there is no contribution from the employee, and 
also because the employer who follows the 
system sacrifices tax benefits. 


“Arriving at answers to all of the problems 
involved in establishing a pension plan usually 
calls for expert assistance,” Mr. Dunckel con- 
cluded. “Fortunately, there are many sources 
of guidance and counsel. I suggest that bank 
officers interested in the subject of retirement 
planning consult with officers of retirement 
systems in the banking field, with actuarial 
consultants, insurance companies, and with 
representatives of city correspondent banks 
which maintain pension trust departments.” 
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Pension Plans Need Changing 


Nine out of ten pension and deferred profit- 
sharing plans provide pension benefits which 
do not meet the usual objective of one-third 
of final pay for those retiring currently, due 
to the current increase in living costs. The re- 
cent interest of unions in pension plans is 
accelerating the need for such reappraisal and 
overhauling. These were the views expressed 
by Meyer M. Goldstein, Director of the Pension 
Planning Company of New York, at the Rhode 
Island Life Underwriters Association last 
month. 


Most pension systems are funded on the 
basis of relating the pension to average salary 
during service with the employer. Consequent- 
ly, such plans need constant review in order 
that they do not get too far out of line during 
periods of skarply rising living costs. This is 
one of the reasons why most deferred profit- 
sharing plans should be changed to effective 
pension plans, according to Mr. Goldstein. 


The employer’s problem in meeting these in- 
creased benefits can only be solved in part 
through increased employee contributions or 
minimizing other benefits, such as death bene- 
fits, in order to concentrate on adequate pen- 
sion benefits. 
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Proposes Five Steps To Improve 
Tax Structure 


Five suggestions to improve and strengthen 
the national tax structure are recommended 
in a research report, “Post-War Taxation and 
Economic Progress,” written for the Commit- 
tee for Economic Development by Harold M. 
Groves, professor of economics at the Uni- 
versity of Wisconsin. The author maintains 
that these changes would tend to promote high 
standards of production, employment and liv- 
ing. 

The Groves recommendations, which are not 
censored by CED’s board of trustees or its 
research committee, are: 


1. Personal Income Tax. A progressive per- 
sonal income tax with a broad base and an 
adequate standard rate as the main source 
of revenue for post-war Government. Elimin- 
ation of tax exemption privileges of all Gov- 
ernment securities. All capital gains taxed in 
full, while capital losses should be fully de- 
ductible. Some form of averaging incomes 
over several years in determining tax liability. 


2. Corporate Income Tax. So integrated 
with the personal income tax as to eliminate 
present double levies on corporation profits 
distributed as dividends. Corporate profits 
taxed at a low bracket personal income tax 
rate. Taxes on corporate profits would be con- 
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sidered advance payments of taxes for stock- 
holders who become fully liable when they re- 
ceive dividends. Encourage risk-taking invest- 
ment by permitting carry-over of business 
losses, probably by a six-year averaging pro- 
vision. 

3. Consumption Taxes. Since they tend to 
discourage increased markets these should be 
confined mainly to liquor, tobacco and possibly 
gasoline. 

4, Estate and Gift Taxation. Plugging of 
loopholes is urged. 

5. State and Local Taxes. Supplements to 
centrally levied taxes are proposed under 
which central units would collect taxes at cost 
for the total units. 

Mr. Groves recommends a moderate reduc- 
tion in personal income tax schedules at all 
levels, as compared with the 1944 scale. Re- 
duction suggested for brackets from $20,000 
to $100,000, is somewhat greater than for the 
rest of the scale as this is an important source 
of equity capital. 
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Additional Legislation Report 


South Carolina 


Act 783: Revises statute relating to powers 

of an administrator with the will annexed. 
Virginia 

Ch. 154: Amends statute regulating invest- 
ments by fiduciaries and time within which 
funds shall be invested. 

Ch. 238: Confers presumption of formal 
execution of wills made by persons in mili- 
tary service, on instruments executed before 
as well as after Oct. 1, 1940. 

Ch. 195: Amends procedure in connection 
with obtaining orders for distribution of es- 
tate. 

Ch. 187: Specifically validates charitable 
trusts despite indefiniteness of beneficiaries 
or purposes, and empowers local court to de- 
termine the purpose and direct the administra- 
tion of the trust in certain cases. 
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Oklahoma Trust Companies Assn. 


New officers elected are: 

President: C. P. Wright, Assistant trust 
officer, First National Bank & Trust Co., 
Oklahoma City 

1st V. P.: M. M. Lawellin, trust officer, First 
National Bank & Trust Co., Tulsa. 

2nd V. P.: J. D. McBirney, president, National 
Bank of Commerce 

Secretary: Eugene P. Gum, Oklahoma City 

Asst. Secy.: Mary J.. Smith, First National 
Bank & Trust Co. 





NEW TESTS FOR TAXING LIVING TRUSTS 


HE progeny of the Hallock case (309 

U. S. 106) have been many in the half 
dozen years since the Supreme Court held 
in that case that the retention of a possibil- 
ity of reverter by the settlor of an irrev- 
ocable living trust rendered the corpus sub- 
ject to Federal estate tax. Questions as to 
the relevance of the remoteness of the pos- 
sibility of reverter, its valuation, and the 
taxability of a reverter which existed mere- 
ly by operation of law rather than by the 
express terms of the trust: these were pro- 
vocative of much litigation. 


In an effort to clarify some of these mat- 
ters, the Commissioner of Internal Rev- 
enue last month issued T. D. 5512, amend- 
ing Sec. 81.17 of Regulations 105. It is now 
provided that the value of any property 
transferred during lifetime (other than a 
bona fide sale for an adequate and full con- 
sideration in money or money’s worth) is 
includible in the decedent’s estate if: 


“(a) possession or enjoyment of the 
transferred interest interest can be 
obtained only by beneficiaries who 
must survive the decedent, and 


the decedent or his estate possesses 
any right or interest in the proper- 
ty (whether arising by the express 
terms of the instrument... or oth- 
erwise.” 


It should be emphasized that both re- 
quirements must be satisfied in order to 
make the property transferred includible in 
the estate. 


The Regulations explain that the mere 
possession of an estate for life does not sat- 
isfy requirement (b). Such cases are gov- 
erned by another section, the determina- 
tive factor being the date of the transfer: 
not taxable if made prior to March 31, 1931. 


To avoid devices designed to take advan- 
tage of the word “only” in paragraph (a), 
the Regulations declare that where posses- 
sion or enjoyment by beneficiaries depends 
either upon surviving the decedent or on 
the occurrence of some other event or the 
exercise of a power, the case will be consid- 
ered as one in which possession or enjoy- 
ment can be obtained “only” by survival if 
the other event or power is deemed to be 
“unreal” in the light of the terms and cir- 
cumstances of the transfer as a whole. 


Under the newly defined tests, the follow- 
ing patterns of transfer will not result in 
taxability : 


1. A creates a trust giving the income to 
B for life with remainder to B’s surviving 
issue. If no issue survive B, the property is 
to revert to A or his estate. Requirement 
(a) is not satisfied because B’s surviving 
issue need not survive A. 


2. A creates a trust to pay the income to 
B until B attains the age of 25, at which 
time B is to receive the corpus. If B dies 
prior thereto, the corpus is to revert to A 
if living; and if not to B’s heirs. The prop- 
erty is not includible in A’s estate because 
B can obtain possession or enjoyment of the 
remainder even though A is living. 

3. A creates a trust reserving to himself 
a life estate with successive life estates to 
B and C. Upon C’s death, the principal is 
to be paid to his wife if living, otherwise 
to his issue and if none to A’s next of kin. 
There is no taxability because A has parted 
with every interest in the property. 

4. A creates a trust to pay income to B 
during the life of the survivor of A and C, 
with remainder to B or his issue. C is giv- 
en the power to alter, amend or revoke the 
trust. If A dies survived by C, there is no 
tax because C could have obtained posses- 
sion or enjoyment by exercising the power 
during A’s lifetime. 

The following patterns of transfer will 
be taxable. 

1. A, 90 years old, creates a trust giving 
a life estate to B, 22, with remainder to C, 
except that if A survives B the remainder 
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will revest in A. The value of the remainder 
is taxable because it may revert to. A and 
C must survive A in order to possess or en- 
joy the property. The value of B’s life es- 
tate is not taxable inasmuch as B need not 
survive A to obtain possession or enjoy- 
ment. 


2. A creates a trust giving the income 
for life to B and the remainder to C if liv- 
ing at B’s death but if not to A if living and 
if not to A’s issue and their heirs. The 
value of the remainder is taxable because 
it may revert to A, and if A survives C pos- 
session or enjoyment can be obtained only 
by beneficiaries who must survive A. 


3. A creates a trust reserving to himself 
a life estate and giving a succeeding life 
estate to B, with remainder to B’s issue who 
survive both A and B. A retains the power 
to designate who shall take the remainder 
in the event that B dies without surviving 
issue. The entire value of the property, in- 
cluding B’s life estate, is taxable because 
B and his issue must survive A to ob- 
tain possession or enjoyment, and A 
retained a right in the entire property 
through the contingent power of appoint- 
ment. 


4. A creates a trust to pay the income to 
B during A’s life and at A’s death to pay 
the principal to B if living; if not to B’s 
issue surviving both A and B. The entire 
value of the remainder is taxable because 
the property may revert to A’s estate if 
neither B nor B’s issue survives him, and 
neither B nor his issue can obtain posses- 
sion or enjoyment without surviving A. 


5. A creates the same type of trust as 
described in #4 under non-taxable trans- 
fers, but C predeceases A. The remainder 
will be taxable because immediately prior 
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to A’s death, neither B nor his issue could 
obtain possession or enjoyment unless they 
survived A. In both cases (here and under 
#4) requirement (b) is satisfied because 
the property may revert to A by operation 
of law in the event that B and his issue 
should predecease both A and C. 


* * * 


The new Regulations apply to all trans- 
fers regardless of when made, with the ex- 
ception of the period November 11, 1935 
(the date of the St. Louis Union Trust Co. 
cases) and January 29, 1940 (the date of 
the Hallock decision). A transfer within 
that period will not be governed by this sec- 
tion of the Regulations if it has been final- 
ly treated for gift tax purposes as a gift of 
the full value of the property, undiminished 
by the possibility of reverter. 


Appraisal of Clifford Regulations 


“T. D. 5488 serves a useful purpose. It is a 
definite studied statement by the Treasury of 
its current views as to the scope of the Clif- 
ford doctrine. It is, however, so far out of 
focus with judicial interpretation, particularly 
with respect to short-term trusts and trusts 
as to which some degree of administrative 
control has been retained by the grantor, that 
further litigation with piecemeal adjudications 
is inevitable. 


“As to the Tax Court and the various Cir- 
cuit Courts, it seems likely that each will con- 
tinue to apply the Clifford principle according 
to its own lights, whether or not in agreement 
with the Treasury. Congress placed a definite 
practical restriction on the rule of the Stuart 
case. What T. D. 5488 patently demonstrates is 
the urgent need of similar action on the Clifford 
decision.”—Joseph B. Lynch, of New York 
Bar, in paper presented to Tax Forum, May 6. 








Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tie FIFTH THIRD [JNION TRUST °- 


CINCINNATI, OHIO 


Member Federal Reserve System — Member Federal Deposit Insurance Corporation 





CURRENT FEDERAL 


TAX NOTES 


PETER GUY EVANS 


Member of New York Bar: Certified Public Accountant (N. Y. and N. J.); 
Lecturer on Taxation at Columbia, Rutgers and New York Universities 


Estate Tax 


Transfer subject to reverter by opera- 
tion of law taxable. In 1922, decedent 
created an irrevocable trust with income 
payable to himself for life and the remain- 
der over to his surviving children or their 
issue, or to his surviving brothers and sis- 
ter or their issue. Upon his death, he left 
two children, two brothers, six nephews and 
nieces, and two grand-nephews. Commis- 
sioner contended that the assets of the 
trust were taxable in the decedent’s estate 
because of possibility, however remote it 
might be, that the property would revert to 
him or his estate by surviving all the re- 
maindermen designated. HELD: Corpus 
subject to estate tax. It is immaterial that 
reversion was created by implication of law 
because no beneficiary was named to take in 
the possible contingency that the grantor 
should die without descendants and without 
brothers or sisters who had left descend- 
ants. Nor is the remoteness of the contin- 
gent reversion relevant. Comm. v. Bayne’s 
Estate, C.C.A.-2, May 10 


One-half of joint bank account taxable. 
(1) Decedent’s wife had six savings bank 
accounts, the better part of which repre- 
sented funds not derived from her husband. 
Pursuant to her attorney’s advice, she 
changed the accounts by including her hus- 
band as joint owner of the funds. At her 
death, the accounts amounted to about $28,- 
000. (2) In 1941, decedent gave $44,000 in 
cash to his wife, which he reported on gift 
tax return. On the same day when a part- 
nership agreement was executed between 
husband and wife for the conduct of his 
former business, she contributed the $44,- 
000 and the decedent contributed assets 
amounting to $84,000. On decedent’s death, 
the wife’s account had a balance of $56,000 
in it. The Commissioner tried to tax the en- 
tire value of the business in the decedent’s 


estate, claiming a transfer in contemplation 
of death, or to take effect at or after death. 
HELD: (1) Because the wife was unable to 
show how much of the monies came from 
her husband, the Court by approximation 
included $14,000 in the decedent’s estate. 
Cash which was marked as belonging to the 
wife and placed by her in a joint safe de- 
posit box was not included in the decedent’s 
estate. (2) The wife’s rights were not .de- 
pendent upon her husband’s death; she had 
the right to make withdrawals of amounts 
in her account; consequently her capital ac- 
count was not includible in the estate. Est. 
of Bendet v. Comm., T.C. Memo, April 25. 


Trust corpus taxable and compromise 
payment to charity deductible. Prior to 
1931 (when trusts reserving income to the 
settlor were made taxable in the settlor’s 
estate) decedent set up a trust providing 
for the payment of one-third of the income 
to his estranged wife, certain small annual 
payments to his children and the balance to 
himself. On his death the corpus was to go 
to his wife and his children or their issue. 
The trustees in their absolute discretion 
could invade corpus and pay the same to 
the settlor should misfortune or sickness 
overtake him. His will provided that the 
residue was to go to a certain charity. His 
daughter contested the will and the charity 
finally compromised by accepting one-half 
of the net estate. HELD: The principal of 
the trust was includible in the decedent’s 
gross estate despite the fact that no prin- 
cipal payments were ever made to him; 
Blunt v. Kelly, 131 Fed. (2d) 632, followed. 
The amount paid to charity pursuant to the 
compromise of the will contest was allowed 
as a deduction from the gross estate. Est. 
of Toeller v. Comm., 6 T.C. No. 108, May 10. 


Transfer of life insurance policies in 
contemplation of death. Prior to 1918, de- 
cedent took out life insurance policies. Be- 
fore irrevocably transferring them to trus- 
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tees in 1932, he borrowed their maximum 
loan value. These policies constituted the 
sole assets of the trust. Premiums were 
paid either by the decedent or by loans se- 
cured by the trustees. The transfer was ob- 
viously motivated by the decedent’s desire 
to save estate taxes. HELD: The transfer 
was made in contemplation of death and the 
proceeds of the policies were properly tax- 
able as a part of the decedent’s gross es- 
tate. When such a motive accompanies a 
gift which is in effect only the gift of a re- 
mainder, the gift is but a mere substitute 
for a bequest and therefore brings the 
property into the donor’s estate. Vanderlip 
v. Comm., C.C.A.-2, April 23. 


Transfer twelve years before death, with 
a remote reverter by operation of law, not 
taxable. Decedent, who died in 1939, had 
made an irrevocable transfer in trust in 
1927 when he was 74 years old. The remain- 
der after his death went to his four chil- 
dren and their issue. The grantor expressly 
surrendered all right and power to amend, 
alter, modify, revoke, etc., the trust. 
HELD: The transfer was not includible in 
the gross estate. Since the trust was created 
more than 12 years before death, the pre- 
sumption that it was made in contempla- 
tion thereof does not apply. The decedent’s 
motive to avoid the California tax onintang- 
ible personal property was connected with 
life rather than with death. There is no ba- 
sis to the Commissioner’s contention that 
the decedent possessed a possibility of re- 
verter by operation of law. Gamble v. 
U.S., U.S.D.C., N.D. of Cal., S.D., March 25. 


Income Tax 


Basis of community property interest ac- 
quired from wife in divorce settlement. 
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Wife, who lived with taxpayer in Texas (a 
community property State), loaned him 
$27,000. Their community property had a 
value of $90,000. In connection with a di- 
vorce settlement he gave her his note for 
$60,000, which he subsequently paid off, for 
her interest in the community property and 
the money borrowed from her. Later he 
sold the community property and in deter- 
mining the capital gain, he used the cost to 
the community as the basis. HELD: Tax- 
payer’s cost basis is made up of two ele- 
ments: (1) his cost of his one-half of the 
community property and (2) his cost based 
on the amount paid to his wife for the other 
one-half. The divorce settlement was some- 
thing more than a mere division of the 
community property; it was an event which 
changed his cost basis for tax purposes. 
The cost basis, therefore, was $60,000. 
Rouse v. Comm., 6 T.C. No. 116, April 30. 


Taxability of community property in- 
come of estate. Wife and decedent were 
residents of Louisiana, a community prop- 
erty state. Community property constituted 
a part of his estate. Certain community 
debts were outstanding. The executors con- 
tended that the income from community 
property after the date of death was tax- 
able one-half to the estate and one-half to 
the widow. However, the Commissioner 
contended that the income of the estate in 
process of administration was taxable to 
the estate. HELD: Only one-half of such 
income was taxable to the estate. Under 
the state law the wife’s interest in the com- 
munity property was vested. During the ad- 
ministration of the estate, the widow’s one- 
half of the community property was held 
by the executors as agents or trustees. Her 
share was subject, however, to the payment 
of community debts. Est. of Henderson v. 
Comm., C.C.A.-5, May 8. 


Executors’ commissions taxable in year 


received. Taxpayers were executors of 
father’s estate from 1917 to 1928. It was 
not until 1932 that they were awarded com- 
missions for the services so rendered. They 
also had a claim against the estate upon 
which interest was awarded from 1927 to 
1932. Since the estate was in no financial 
position to make full payment in the year 
of award, payments were made from 1932 
to 1939. The taxpayers included the 
amounts due them in their 1932 income tax 
returns, which because of certain losses 
showed no income tax to be due. In 1940, ad- 
ditional commissions were awarded of 





which only $10,000 was paid in 1941. The 
Commissioner taxed as income the amounts 
received by the taxpayers in 1939 and 1941. 
HELD: The amounts were taxable as in- 
come in the years received by the taxpay- 
ers. The amounts were neither credited to 
nor set apart for the taxpayers’ accounts 
and hence the tests for constructive receipt 
were not met. Furthermore, the estate 
claimed the amounts actually paid as deduc- 
tions in the year in which payment was 
made. Weil v. Comm., T.C. Memo, April 10. 


Revenue Rulings and Tax News 


Release of Powers of Appointment. Rev- 
enue Act of 1942 has again been amended to 
extend the time for tax-free release of cer- 
tain powers of appointment from June 30, 
1946, to June 30, 1947. H.J.R. 353. 


I. T. 3792. Amplifies and shows applica- 
tion of I. T. 3784 regarding treatment for 
federal income tax purposes of various 
types of income under the Hawaiian com- 
munity property law. 


I. T. 3796. Rules that husband and wife 
holding property as tenants by the entirety 
in the District of Columbia may each re- 
port one-half of.the income from such prop- 
erty in their separate federal income tax 
returns. 


I. T. 3797. Pertains to the excludibility 
of income of American citizens who are 
bona fide residents of a foreign country 
and who after serving in the armed forces 
of the United States, resume and continue 
for the balance of the taxable year such res- 
idence in foreign country. 


I. T. 3801. Holds that the $500 payable 
for each year of service to naval officer up- 
on release, or to his widow on his death, is 
includible as compensation even when re- 
ceived by the widow. However, she is en- 
titled to a $1500 exclusion where lump sum 
payment is made to widow upon decease of 
naval officer; therefore only the excess over 
$1500 is taxable to her. 


T. D. 5512. Amends Sec. 81.17 of Regs. 
105 (Estate Tax) by establishing new tests 
for inclusion of lifetime transfers in dece- 
dent’s gross estate. See page 609. 


T. D. 5513. Brings Regs. 111 (Income 
Tax) up to date in accordance with many 
recent decisions. Among others, it permits 
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deductions for reasonable ordinary and 


necessary expenses of a fiduciary, and for 
expenses of an individual in determining 
liability for income and property taxes. 


T. D. 5515. Amends Regs. 111 (Income 
Tax) to conform with the Pierce decision, 
146 Fed. (2d) 388, pertaining to instalment 
amounts received under a life insurance 
policy paid by reason of death of insured, 
by excluding the entire instalment from 
the beneficiary’s income irrespective of 
whether he or the insured elected option 


U. S.-Great Britain Tax Convention. Ap- 
proved on May 8, 1946, by the Senate For- 
eign Relations Committee. 


Mim. 6020. Relates to deductibility of 
contributions to retirement annuity plans, 
with particular reference to requirement 
that plan be in effect by close of taxable 
year. 


Mim. 6021. Governs deduction of contri- 
butions to employees’ trust or under em- 
ployees’ annuity plans where rights of em- 
ployees to or derived from the contribu- 
tions are not vested at time contributions 
are made. 


Employee Benefit Plans 


“Pension and Profit Sharing Plan Expansion” 
is the title of the third annual compendium in 
this field published by The Journal of Com- 
merce (New York) as a supplement to its 
May 29 issue. Articles by well known author- 
ities are grouped under the following headings: 

The Post-war Situation; Experience Guides; 
Special Post-war Factors; Plan Considerations; 
Pensions vs. Profit Sharing; and Legal and 
Tax Trends. 
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Decisions 


These digests of current decisions affecting fiduciaries were reported by the 
following attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 
MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MINNESOTA: James E. Dorsey—Dorsey, Colman, Barker, Scott & Barber, Minneapolis 
NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of contributing legal editors appears in January and July. 


Charitable Trusts — Incapacity to Take — 
Appointment of Trustee 


Wisconsin—Supreme Court 
Estate of Rowell, 22 N.W. (2d) —. 


Testatrix bequeathed $10,000 to “the Salva- 
tion Army of Appleton, Wisconsin,” and 
further stated: “It is my wish that this money 
be expended by the Salvation Army for the 
benefit of the needy people “in that city.” On 
petition for construction of the will, the court 
was asked to determine whether the bequest 
should go to the Salvation Army, a Wisconsin 
corporation engaged in state-wide activities, 
or to its local corps in Appleton consisting of 
a commander and a citizens’ advisory commit- 
tee; also whether the bequest was an outright 
gift or a charitable trust. 

HELD: It was not the intention of the 
testatrix to make the Wisconsin corporation the 
legatee, because its activities are state-wide 
and she clearly intended to confine the be- 
quest to one locality. On the other hand, the 
local corps could not be the legatee because 
it is not a legal entity. The bequest was not an 
outright gift but a charitable trust, the words 
“it is my wish” being in this instance not 
merely precatory but mandatory. Since a 
trust was created but the trustee named does 
not have the legal capacity to receive and 
administer it, it is the duty of the county court 
to appoint a trustee; but it will be quite 
proper for such trustee to cooperate with the 
advisory committee of the Salvation Army at 
Appleton in distributing the charity. 


a 


Charitable Trusts — Right of Testamentary 
Trustees to Form Corporation 
Massachusetts—Supreme Judicial Court 
Shattuck v. Wood Memorial Home, Inc., 
1946 A. S. 497 


Testator, who died in 1914, gave a portion of 
his estate to A and B, his executors, in trust 


to found a home for destitute convalescents and 
a home for needy incurables. A and B qualified 
as trustees and later formed the defendant 
corporation, with themselves and some others 
as incorporators, for the purpose of establish- 
ing and maintaining the homes. Between 1916 
and 1920 they transferred the real estate and 
large sums of money to the corporation. The 
corporation did not build any home, but allowed 
the fund to accumulate until it amounted at 
the time of the hearing to nearly three million 
dollars. This course was taken because the 
board of trustees believed the fund should be 
larger before they built the home. 


The final account of the executors was duly 
allowed, but no inventory or account was ever 
filed by the trustees. A and B, the original 
trustees, died in 1938 and 1942 respectively. 
The petitioners were appointed succeeding 
trustees in 1943, and immediately filed a peti- 
tion against the corporation and the estates 
of A and B to compel them to restore the 
trust fund to the petitioners. 


HELD: If the trustees were not authorized 
to transfer the assets to the corporation the 
transfer must be set aside, regardless of the 
efficiency of the corporation’s administration; 
and steps to that effect could properly be 
taken by the succeeding trustees, who would 
not be barred by any lapse of time. In this 
case the transfer was improper. The trust as 
accepted called for two homes on the testator’s 
land, one a home for convalescents and the 
other for incurables. The charter and by-laws 
of the corporation made no reference to these 
purposes or to the will. 

The two trustees, while members of the 
corporation, were in a minority and had in 
fact turned over the property and delegated 
their powers to a board which could outvote 
them and exercise complete control; and there 
was nothing in the will which permitted any 
such delegation. Even assuming that some 
form of incorporation was allowable, the will 
did not permit the effacement of the named 
trustees or the delegation of their powers. 





‘Accordingly, as the trust property could be 
traced to the corporation, which gave no 
value and took with knowledge of the terms 
of the will, the decree of the probate court 
requiring restoration of the property to the suc- 
ceeding trustees and ordering an accounting 
was correct. 

The petition should be dismissed as to the 
estates of the two trustees. 


Qo 


Compensation — Apportionment of Execu- 
tors’ Fees 


New Jersey—Orphans’ Court (Bergen County) 
In re Pearce’s Estate, 46 Atl. (2nd) 433 


Subsequent to Court approval of a final ac- 
count of the co-executors, and allowing them 
commissions, a dispute arose between the exe- 
cutors with regard to their respective shares 
for services rendered. The Court was confront- 
ed with the question of what constituted proper 
procedure for the disposition of such contro- 
versy. 

HELD: The opposing contentions should 
first be placed before the Court in affidavit 
form. If the dispute cannot be equitably de- 
cided on such affidavits, oral proof may then 
be required. A controversial issue of this char- 
acter may also be referred to a Master for his 
findings. The entire procedural question is one 
which reposes with the discretion of the Court. 


0. 


Distribution — Consul Is Not Authorized 
Representative of Foreign Legatee 


Wisconsin—Supreme Court 
Estate of Kuhn, 22 N.W. (2d) 508 


Testator’s will gave half the residue of his 
estate to a stepson residing in Russia, who 
failed to appear and claim the legacy; but 
the Russian consul entered an appearance and 
was awarded the legacy by the county court. 
Section 318.03(2) Wisconsin Statutes pro- 
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vides that if a legacy is not claimed within 120 
days after entry of final judgment, the execu- 
tor shall pay it to the State Treasurer, from 
whom the legatee may reclaim it upon filing ap- 
plication and making proof within seven years. 

HELD: The consul was not, merely by vir- 
tue of his office, an authorized representative 
of the legatee and had no authority to appear 
for him. In default of an authorized appear- 
ance, the legacy was payable to the State of 
Wisconsin, not as a lapsed legacy but by 
operation of law. 


a 


Distribution — Decree Subject to Collateral 
Attack by Beneficiaries of Trust Estab- 
lished Under It 


California—District Court of Appeal 
Estate of Loring, 74 A.C.A. 49 


Decree of distribution in Loring’s estate, 
carrying out provisions of his will, gave $1,000 
to his widow, $1,000 to his sister, residue to 
trustees to pay to Braille Institute $10,000 and 
to Town of Kingsley, Iowa, $75,000, to certain 
nieces and nephews $21,000, and to Jane John- 
ston, $5,000. 


In 1943, three years after distribution of 
trust estate to trustees, the latter filed peti- 
tion for instructions, in which they alleged 
that they had only $56,000 with which to pay 
$111,000 in legacies, and requested the in- 
structions of the court. Kingsley, Braille and 
the sister answered. Court’s decree on petition 
for instructions required distribution of cer- 
tain sums, aggregating one-third of the amount 
then available for distribution, to Kingsley 
and Braille; payment of the specific sums to 
the nieces and nephews; balance to the sister. 
All parties appealed. 


HELD: Order reversed. Court gave passing 
recognition to the well settled doctrine that 
the decree of distribution supersedes the will 
and is conclusive as an ascertainment and ad- 
judication of terms of the trust; also cites 
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California authorities upon the point that such 
a decree is a judgment in rem, but fails to 
give effect to these principles and holds decree 
of distribution is not conclusive against bene- 
ficiaries of a testamentary trust, since the 
court says they are not parties to the proceed- 
ing on hearing of final account and petition 
for distribution. The decree of distribution 
having, as the court finds, violated two. pro- 
visions of California law, namely, that not 
more than one-third of the estate can be given 
to charity as against certain heirs and that a 
municipal corporation in another state is not 
a qualified legatee, it is not binding on the 
beneficiary of the trust. 

NOTE: It will be observed that the case 
involved, not a direct but a collateral attack 
upon the decree of distribution. It is submitted 
that the decision is erroneous under principles 
long settled in California. Practical effect of 
the decision, unless it is set aside by the 
Supreme Court of California, will be to un- 
settle trust administration, since under this 
decision it will be possible for beneficiaries of 
a trust to come in apparently at any time and 
by attacking the decree of distribution collater- 
ally, divert the property into entirely different 
channels from those specified in the decree. 
The order on the petition for instructions re- 
duced the amounts going to Kingsley and 
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Braille, and would seem to have been subject to 
exception on their part. It is assumed that 
application will be made to the Supreme Court 
to hear the case. 


()——— 


Distribution — Right to Use Future Income 
To Make Up Deficiencies 


California—Supreme Court 


Estate of Markham, 28 A.C. 80—(For ab- 
stract of lower court’s decision see 80 Trusts 
and Estates 584). 


Markham died in 1930. His will provided for 
certain payments from income, including $100 
per month to his sister, Louise, during her 
life, remaining income being given to his wife, 
Blanche, to such extent as she might desire to 
use it, with provision for accumulation during 
his wife’s life of any income not used. On the 
death of the wife, who was also trustee, Palmer 
was to succeed her, and was to hold such part of 
the estate as necessary to provide for monthly 
payments to various individuals and distri- 
bute the balance to Palmer’s children, who 
were also to take the trust estate at the con- 
clusion of the life estates. There was a spend- 
thrift clause. Payments were made in full to 
beneficiaries until the end of 1932. From 1933 
to 1936, the income was insufficient to make 
the required payments, but was sufficient af- 
ter 1936. Louise died in 1940, when there was 
$1,420 in unpaid income due her. She left this 
deficiency to an Association, which filed a 
petition for an order directing the Trustee 
to pay the deficiency to it. 


HELD: Relief denied. The gift to Louise 
was not an annuity, since it was payable only 
out of income. Under such circumstances, any 
deficiency in the stipulated amount cannot be 
made up out of corpus, nor can income in 
future years be used to make up deficiencies 
unless there is clear expression to the contrary 
in the trust instrument. There was nothing in 
the testator’s will to show an intent that 
the amount was to be paid out of other than 
income. This conclusion was not affected by 
the fact that the final gift was to strangers, 
the Palmer children, in view of testator’s 
clearly expressed intent. 


ee 


Investment Powers — Effect of Subsequent 
Enactment of Prudent Trustee Act on 
Terms of Trust 


Minnesota—Supreme Court 


In re Trusteeship under Will of Robert F. 
Jones, deceased, 22 N.W. (2d) 633. 


The decedent died in 1930, leaving a will 
authorizing the trustee to invest “in first mort- 
gages, on improved real estate, in municipal or 
corporation bonds, or in any other form of 
income-bearing property, except real estate**.” 





In an appeal taken in 1938, the Supreme Court 
of Minnesota (202 Minn. 187; 277 N.W. 899) 
held that the clause in question did not author- 
ize investment in corporate stocks. 


In 1943 the Minnesota Legislature passed 
a prudent trustee statute, (Chapter 635, Ses- 
sion Laws for 1943), which authorizes the 
trustee to acquire every kind of property, 
“specifically including, but not by way of lim- 
itation, *** corporate stocks, which an ordinar- 
ily prudent person of discretion and intelli- 
gence, who is a trustee of the property of 
others, would acquire as such trustee.” Sub- 
sequently, a beneficiary under the will peti- 
tioned the District Court for an order author- 
izing the trustee to invest in corporate stocks. 
The Court denied the request. 


HELD: Affirmed. The discovered intent of 
the testator is the law of the trust. The 1943 
statute did not provide a proper basis in this 
case for the construction urged by the appel- 
lant, and there was no evidence to justity a 
court to deviate from the terms of the trust. 

Ed. Note: Cf. the foilowing report in the 
May 15, 1946, issue of The Iilinois Trust Di- 
vision Bulletin: 


Judge Donald McKinlay in the Superior 
Court has handed down a decision upholding 
the New Investment Rule in Illinois and dis- 
putes the long-term right of an individual to 
dictate the investment policies of his or her 
estate. The will of Lambert Tree, famous as 
a lawyer in the early days of Chicago, pre- 
scribed that the trustees “invest and reinvest 
funds coming into their hands from time to 
time in real and personal property to the end 
that the same may be kept secure, available 
and productive.” Also the trustees were di- 
rected “not to invest in the shares of stock in 
any corporation except as herein provided.” 


Recently the trustees filed suit to broaden 
their investment powers under the will. The 
petitioners asserted that “An emergency has 
arisen, requiring that the investment powers 
of the trustees be construed in the light of ex- 
isting business conditions and recognized in- 
vestment policies, to the end that their invest- 
ment powers be broadened.” 


In granting the petition the Judge held that 
“accepted modern investment policy and prac- 
tice for protection of the corpus of trust es- 
tates provides also that funds therein should be 
placed in broadly diversified investments.” Also 
that “The legislature of the State of Illinois, 
in accordance with the modern policy and prac- 
tice, has recently adopted the ‘prudent man’ 
rule for trust investments. *** “The only re- 
strictions affixed by the ruling were that such 
investments “comply with the provisions, 
conditions, and limitations contained in the 
statutes of Illinois now in effect relating to the 
investment of trust funds.” 
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Investments — Mortgage Participations — 
Loss Resulting from Depreciation in Val- 
ue of Mortgaged Property — Excuipa- 
tory Clause in Trust Agreement 


New York—Appellate Division, First Dept. 
In the Matter of City Bank Farmers Trust 
Company, Edna Crane, et al., N.Y.LJ., 
May 20, 1946. 


Under a trust agreement providing that the 
trustee was to invest and reinvest in, inter 
alia, real estate, mortgages, participations in 
mortgages and mortgage certificates, the trus- 
tee invested $20,000 by way of participation 
in a $60,000 mortgage on improved real estate. 
At the time the loan was considered, the trus- 
tee had before it an appraisal of a reputable 
real estate organization fixing the value of the 
real estate at $100,000. The loan was ap- 
proved and made in June 1928 and covered a 
period of three years. Interest, originally 
fixed at 5%% and paid at that rate until 
December 1931, fell off continually until June 
1932, at which time, because of irregular pay- 
ments of interest, the mortgage was foreclosed 
with consequent loss to the trust. Settlement 
of the trustee’s account was contested on be- 
half of the beneficiaries, it being contended 
that the investment was improvident and care- 
less and that the trustee should be surcharged 
with the resulting loss. 


HELD: The trustee should not be sur- 
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charged with loss resulting from depreciation 
in the value of the mortgaged property which 
occurred several years later in a general eco- 
nomic depression. The propriety of the acts 
of a trustee is to be ascertained from viewing 
the facts as they existed at the time of their 
occurrence, not aided or enlightened by those 
which subsequently take place. The trustee 
did not fail in the duties which it owed to the 
objectants. The investment, when made, was 
not improvident or careless. At that time the 
accountant could not well have foreseen what 
took place in the real estate market later. 
Further, since the trust instrument recited 
that the trustee was to be “released from any 
and all financial or other liability by reason 
of the retention, sale, investment or reinvest- 
ment by it of any part or the whole of the 
said trust fund or by reason of any depression 
therein,” the trustee is exempt from surcharge 
if, as in this case, there was no wilful negli- 
gence, self-dealing or bad faith. 


— 


Powers — Successor Trustee — Investment 
Powers of Original Trustee Limited 


New York—Surrogate’s Court, 
N. Y. County 
Estate of Griesel, N.L.L.J., May 9, 1946. 


The will gave to two trustees and the sur- 
vivor of them the power to invest the trust 
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funds in non-legals, but stated that it was the 
testator’s intention that such powers should 
not be vested in any substituted trustee who 
might be appointed to succeed the trustees 
originally designated. Upon the death of one of 
the trustees originally named, request was made 
for a construction of the will for the purpose 
of determining the power of the substitute 
corporate trustee named in the will, acting as 
co-trustee with the individual fiduciary, to in- 
vest in non-legals. 

HELD: The corporate successor trustee 
does not have the power to invest in non- 
legals. Were the corporate fiduciary acting 
as sole successor trustee, it is clear that it 
would not have the power to invest in non- 
legals. Under the will this power is withheld 
from the corporate fiduciary even in the in- 
stant situation in which it is acting jointly 
with another. Since there is a conflict in the 
will in that the original trustee is vested 
with the power to invest in non-legals and the 
successor trustee is not, the solution must be 
found in the text of the will as read in the 
light of applicable principles of law. Where 
there are two or more trustees, their powers 
and authority are equal and undivided and 
can be exercised only by unanimous action. 
Since deceased stated that any ‘successor 
trustee might not deviate from the non-legal 
investments rule, it follows that co-trustees 
other than those originally designated lack the 
power to invest in non-legals. 


re 


Wills — Construction — Bequest of Stock 
Intended as Bequest of Certificate 


New Jersey—Court of Chancery 


Fidelity Union Trust Co. v. Van Alstylne, 
46 Atl. (2nd) 448. 


Decedent bequeathed “my stock in the Public 
Service Corporation of New Jersey,” etc., to 
certain beneficiaries. The decedent did not 
own any of the stock referred to at the time of 
her death, but she did die possessed of a 
$5,000 Public Service Corporation of New 
Jersey Perpetual Interest Bearing Certificate, 
which comprised her only security in that 
corporation. Complainant seeks construction. 

HELD: Where the intention is clear and not 
violative of established principles of law, “that 
intention is to govern without further inquiry 
or regard to mere technical terms.” Testatrix 
meant the Interest Certificate to devolve to 
the beneficiaries designated. 


Wills — Construction — Does “Issue”’ In- 
clude Grandchild? — Is Interest in In- 
come Vested? 


Maryland—Court of Appeals 
Ryan v. Herbert, Daily Record, May 27, 1946 


Testator provided that the income from var- 
ious specified numbers of shares of stock should 





be paid to his named eight children. It then 
provided: “In the event of the death of any 
of my children *** without leaving issue him 
or her surviving, the income herein given to 
the child so dying without issue living at his 
or her death, shall be divided equally among 
his or her surviving brothers and sisters *** 
And in the case of the death of any one of 
my said children *** leaving issue him or her 
surviving, the income of the share of the one 
so dying shall go to and become the property 
of his or her child, if only one, or children, if 
more than one, equally, share and share alike.” 


The following two questions were submitted 
under the State Declaratory Judgments Act: 


“(a) In the event of the death of a child of 
the Testator survived by issue, must the issue 
thereafter to take such child’s income be liter- 
ally only a child or children of the dying 
child, or in the event of there being at that time 
any deceased child of the dying child having 
issue at that time surviving would such issue 
take per stirpes the share of income that the 
said deceased child would have taken if living? 


“(b) Do the issue of a dying child of the 
Testator, who succeeded to the income formerly 
payable to such dying child, and whether such 
taker so succeeding be literally a child or a 
later descendant of such dying child, take a 
vested interest in such income until the expir- 
ation of the trust, so that such income thus 
acquired is subject to assignment by such 
new taker, or if not assigned would pass as 
part of the estate of such new taker payable 
to the legatee of such taker if bequeathed or 
to the distributee of such taker if not disposed 
of by Will?” 


HELD: A. Upon the death of a child of the 
testator leaving no child but a grandchild, the 
grandchild would be entitled to its parent’s 
share, since any other construction would in- 
volve an intestacy. 


B. The issue of a dying child of the testator 
who succeeded to the income formerly payable 
to such dying child, took a vested interest and 
not one vested subject to divestment upon death 
with issue, and therefore such interest is as- 
signable and, if not assigned, becomes a part 
of the estate of the person dying. 


a 


Wills — Probate — Requirements for Elec- 
tion Against Will 


California—District Court of Appeal 
Estate of Ettlinger, 167 Pac. (2d) 738 


Ettlinger died in 1941, leaving his life in- 
surance in trust for two daughters by a 
former marriage. His widow, to whom he had 
been married in 1935, brought this action for 
declaratory relief, asserting a community in- 
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terest in the proceeds of insurance to the ex- 
tent it was paid for by community funds. 
Question was whether the will put her to an 
election between taking the property left to 
her by the will and asserting her community 
interest. Language from the will relied on by 
the daughters as requiring election was, “I 
declare that all property owned or possessed 
by me, or in my name and under my control, 
is my separate property; and I make this my 
will to operate upon the whole thereof so far 
as existing at my death.” 


HELD: Fully recognizing doctrine of elec- 
tion, but that testator’s intention to require 
election must clearly appear on face of will 
itself, expressly or by reasonable implication, 
the court held the quoted language insufficient 
to put the widow to election. 


Wills — Probate — Will Executed After 
Marriage not Revoked by Birth of Child 


District of Columbia—District Court of 
the United States 


In re Allen’s Estate, 64 F. Supp. 107 


The decedent executed a will subequent to 
his marriage and prior to the birth of a child. 
A caveat on behalf of the child was filed alleg- 
ing that the birth of the child revoked the will. 
The District Court, in dismissing the caveat, 


HELD: The common law rule prevails in the 
District of Columbia. At common law a will 
is revoked by a marriage occurring after its 
execution if the marriage is followed by the 
birth of a child, but if the marriage takes place 
before the execution of the will, the birth of a 
child does not revoke it. Inasmuch as Congress 
has not changed the common law rule as to 
the District of Columbia, it follows that Allen’s 
will was not revoked by the birth of a child 
after the execution of the will, since it was 
executed after the marriage took place. 
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